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Bradiord & Bingley is @ UK based
oUsiness.

on [provicing spedoallst morigages
ane Savings procluds.

Wihen eur Compeny wes {frst set up s purisose was dear: fio bulld
¢ befiier fufure frer the people of nerilem mill towns. In 1851, we
helped our first customer, Johin Abbey;, bufld @ beffer future for
irnself ane s fiemilly oy lending him meney fo buy his ewn ome.
We're very provd of eur herbeage. I fhe Braeliord & Bingley Croup
we lnow feday this herfiage confinves fo shape our business and
fis purpese. We're sifll bulldling @ befier fufure end we're bullding #
for pecile rigihtt aaress the UK. :
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Overview
What we do

Bradford & Bingley is a UK based
financial services business, focused
on providing specialist mortgages
and savings products.

Our residential lending adtivity focuses on a range of niche areas providing
- mortgages for individuals who need a more specialist product than those
. available in the mainstream market. Our two main products are:

>j\ \v/ c.r,‘\ (\4
vk
;. Providing loans to landlords and properiy
L' investors, generating investment income
| and supporting a good supply of high
:; quality rental accommodation for those
i wanting fo rent, rather than buy.

p

Loans for individuals who have more
complex income streams, induding
the self-employed, those with more
than one job and those with significant
bonus income.




Bradford & Bingley anual 1operl & accounts 2008 03

1851 1964 1997 2000

;f Brut!ford Equitable Ay — ~

LE‘IC_HIE Sodely " o d‘f:r)t;?e;ngley R Acquired ™ - . Floated N

- - Martgage Express . Bradford & Bingley plc

4 Bingley Building Society \_ BuidingSodely . 4 /
e o J

: Our specialist morigage products are sold through mortgage

 intermediaries under the Mortgage Express brand. Addifionally a range of
 Bradford & Bingley branded mortgage products are available through our
1 205 branches and through our telephony and online distribution channels.

: Bradford & Bingley provides a competitive range of savings products,

: through our branches and network of 138 third-party agents, by phone,
: post and online. In addition, we offer a wide choice of financial services
: from a range of providers, including general insurance, wealth,

: protection and personal loan products.

: We are dlso active in commercial property lending and lending to

. housing associations. Commercial property lending provides corporate
: customers with loans secured on income-producing property or pre-let
: development schemes. Housing association lending provides funding
o these not-for-profit making organisations throughout the UK that

: provide affordable rented homes for people unable to satisfy Thelr

- housing needs in the open market.

All our customer lending is secured on property.
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Direcfors’ report

Chairman and Chief Executive’s infroduction

: Rod Kent
: Chairman

Steven Crawshaw
: Group Chief Executive

2006 waos a good year for Bradlord & Bingley.
The restructuring exercise thot we beganin
2004 and completed In 2005 hos proved
pivotalin providing the basis for growth of our
simplified, focused business.

We grew underlying profit before 1ax by 8%

to £336.1m (2005: £310,1m} and underling
earnings per share increased 8% to 38.1
pence [2005: 35.4 pence). After a provision of
EB89.4m to cover increased levels of claims for
compensation from endowment and
investmen! produdts, profit before tax was
£246.7m [2005: £263.5m} ond eornings per
share 28.2 pence (2005: 30.1 pencel.

Our main objective in 2006 was foincrease the
trend of the rate of growth in aur spedalis!
lending business and the Board Is defighted with
the progress we maode., Tota! lending balonces
inoreased 16% to £36.1bn (2005: £31.1bn) and
fotal new lending was £11,5bn {2005: £8.8bn},
including acquired assets. This is comiortably the
Group's bes! ever lending pesformance.

The credit performonce of all our portfolios
has continued to be very goed. The Group's
experience in the specialist lending markets

. and prudent approach to underwriting

confinues to preserve the quality of our
tending book.

As expected, there has been o siight dedline

in the Group's net inlerest margin due malnly
to the change in the mix of funding required
to support our strong lending growth.

The Group remains well capitolised, with
copitol ratios within torget ronges. in ling with
our objeciive, we have further improved the
diversity and bolance of our funding during
2006, increasing our securitisation and
covered bond programmes. The Sovings
business continues to make o very important
contribution, aftracting new customers 1o the
Group ond providing o stable source of
funding, with bolances increasing by 11%

to £19.7bn {2005: £17.7bn).

We have maintained o strong cost vigiance,
with o further improvement in the u i
coskincome ratic to 44.2% (2003: 45.6%).
whilst investing in the growth of the business.

The one disappointing thing in 2006 was the
leve! of clalms tor compensation from
endowment and invesimen! products sold prior

1o the dosure in 2004 of our independent
financial advice business. Along with 1he
experience of others, claims reached higher
levels in the first half of 2006 than expected ond
consequently we set aside a further £89.4m
ogainst these costs. The number of ciaims hos
been foling in the second hotf of the yeor and is
within the assumptions we made when
estimating 1he provision,

Dividend

The Boord is pleased o propose a final dividend
of 13.4 pence (2005: 12.3 pence) per share for
payment on 4 May 2007 to sharehokders on the
register as at 23 March 2007, ff approved, the
full year dividend for 2006 will be 20.0 pence
per share (2005: 18.3 pence), an increase of
9%. We exped fulure dividends lo grow in ine
with underlyving profits balonced against the
needs of growing the business. However, rather
than make an early assumption of the level of
growth in the first part of the year, we will adopt
amodified, deor pradiice in 2007, Qur intention
is to declare an inferim dividend per shore that
is one third of the Iotal for the prior yeor,

People

The Boord would like 1o thank Bradford &
Bingley's employees. Their commitment and
enthusiasm has been a1 the forefront of the
Group's success in 2006. We firmiy believe thot
we will succeed os o business by afracting,
developing and retgining the besl people.

Outlock _

Qur specialist markets continue to grow ot a
foster rale than the mainstream morigoge
market, We exped that this outperformance
will continue for the foreseeable future as the
fong-term fundamentals remain sirong. The
rentat marke? is healthy with rents rising,
tenant demand increasing ond void periods
reducing. The aftractiveness of the private
rentol market will encouroge property
investors o continue 10 use buy-to-let as a
long-lerm investment vehicle. The self-cen
murkel continues to grow, providing a solution
for the setf-employed ond reflecting the trend
of more flexible employment potterns.

We hove started 2007 in a very good posilion
with a record pipeline of new business ond
sirong trading during the {irst few weeks of
the year. Qur expertise ond experience in our
chosen markets will ensure we continue to be
a leading force In the fostest growing part of
the morigage marke!.
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“Total lending balances increased 16% fo £36.1 billion

| Thisis comfortably the Group's best ever lending performance
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I " Areconiliotion of undertying prolir belor tax and Ihe stahutary measure profli
: before taxis provided in the summary income 1able on page 12,
. Rgures relating jo 2002-3 are on 0 LK GAAP basis and 2004-6 arg on on IFRS bosis.

e

Year at a glance
o February

Announced 2005 results
with underlying profit before
taxup 11% 10 £310.1 million.

Moay/June

Completed innovative
Covered Bond funding in
Swiss Francs and Euros.

July

Announced first half results
with record residential net
new lending of £2.4 billion
and residentiol lending
balances up 19% to

£28 4 billion.

September
Achieved £19 billion of
savings balances.

November

Launched a range of B&B
mortgages to be sold through
our branches, Including
specialist products, ending
the broking of mortgoges
through the network.

. December

Signed a J-year forward
sale agreement with GMAC
to acquire up fo £4 billion

of mortgages from them
per yeaor.
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Directors’ report
Business review

Our strategy

: Bradford & Bingley's strategy is to establish
: leading positions in sectors of the UK

: morigage market that offer superior Jong-
: term potentiol for growth and profitability,

: encbling the Group to provide otiractive

! returns to shoreholders.

| We are competing in
: aftractive markets

: We have chosen lo compete in markets that

: have grractive fundamentals. Qur currenl core
* markets [buy-to-let, self-cer and other niche

: products) each offer good risk-adjusted

! returns. These products are more complex thon
i mainstream martgages and the additionat

! experfise required ta monufacture and

; distribute these loans provides the bosis for

. buikding sustainoble competitive advantage.

: Our chosen markets continue fo show
* impressive growth underpinned by long-lerm
i shifts in UK consumer demogrophics.

: The buy-to-lel market has two key drivers:

! the continued growth of the private rental

: sector and the relatively low penetration of

: buy-fo-let loons within this market, Several

: faciors support the continued strong demand
: for rental properties. including relalivety high

! UK immigration levels, increased parlicipation
* in further education, greater labour force

¢ mobdity and continuing reductions in

| average household size. As a resull, the

* private rental sector is forecast fo experience
: ongoing growth for at least the nex) decode,

! creating o significant opportunity for buy-to-let
: lending growth.

| Self-cert lending ~ lending o prime customers
¢ with non-standard employment — provides our
¢ biggest mediurn-ferrn growth opportunity.

: The Directors have pleasure in presenting their Report on the
: Group for the year ended 31 Dacember 2006.

Growth in this market is supported by

strong demographics: steady levels of seff-
employmeni, entrepreneuriat-based carnings
and bomowers with multiple sources of income.
We have continued to improve customer choice
in this areq. cregting better value products
available fo o wider range of people.

We clso selectively compete in other areos

of the mortgage market that meet our
requiremenis for risk-cdjusted return, typically
offering producis that satisfy quite specilic
customer requirements,

As one example, lifetime morlgage lending is
currently a smoll market, but has the pofentiol
for significant (?rowth. Housing equity Is g very
significont and currenily under-ulilised assel

in retirement. Qur lifelime mortgoga products
mokae it possible for customers to make use of
this asset withoul the need 1o sell their home.

We also provide loons lo investors inincome-
producing commercial real estate in the UK.
These loans are typically secured on relgi,
office or industrial proreny. We also maoke
loons o developers of pre-sold or pre-let
commercial property, ond residentiol
developmen! schemes. in addifion, we lend to
not-for-profit housing assodiotions throughou!
ihe UK that provide affordable rented homes
for people unable to satisfy their housing
needs in the open market.

We are establishing leading
positions in our chosen markets

In each of our markets we ore crealing losting
sources of competitive advantage that will
make us the leading provider of specialist
mortgage products. These sources of
odvontoge extend across our whole business.

Understanding and meeting customers’
needs through innovative products
Chuniin? customer needs are driving the
growth of our core markets. During 2006 we
made significant investments in our product
capabifities and improved the quality of our
people, systemns and infrostructure, This
includes the product design teams, credit ond
customner information, allowing us to be al the
cuting edge of product development in all our
chosen markets. This gives us a leading
poslition in one of the most important aspects
of competition. We have been offering
specialist lending products for many yeors and
our underwriting skilis and experience qre o
core strength.

We are moking greas progress with
reinvigorating the Brodford & Bingley brand ond
continuing to drive Morigoge Express forward.

To support our move 1o selling our own
morigages. a fresh approach to the Brodford &
Bingley brand was developed in 2006.
Grounded in our Core purpose, our new
Custorner Value Proposition "o better solution
for a better future” is helping fo drive a new level
of customer engagement ocross the Group.

From this proposition we introduced an
exciting new identity. ‘me&my”, which is
helping establish a unique position on the
high sireel, increasing engegement

with both cusiomers and stoff alike. The
brand programme is also helping 1o drive
significont improvemenis to our customer
experlence, from improved appointrmen
booking to simpler, more interesting and
informotive communicotions. -

2007 promises to be a great yeor for the
Bradford & Bingley brand as we build on the
strong foundations laid in 2006,

Specialists In mortgoge distribution
Through the Morigage Express brand we
are alreody recognised as one of the
leading intermediary mortgage lenders.

tn 2006 we haove further developed our
competifive strengih in this areq, parficularty
through improvements in our intermediary
service proposition.

We have continued fo develop our gwn
maortgage distribution channels, Very few
speciahist lenders offer thelr products through
both Intermediaries and their own distribution
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Product overview

Buy-to-let loans ore no different from ather residential mortgages in the sense that they are fully secured on residenlial property. However, (-l
the income raquired to cover mortgage poyments ls derived from the rent generated by the property rather than the borrower's salary or
private income.

Buy-to-let offers customers an opportunily to make o leveraged investment in property. Typically the morigage can be up o 85% of the
value of the property and rental income Is required 1o exceed mortgage paymenis {usually by 25%).

For lenders, buy-to-let offers superior risk-adjusted retums. There is a small morgin premium over standard residential morigages. but
arrears rates ond losses ore broadly comparable.

Hodau s1040utQ

Drivers of demand

There is consideroble room for further growth with increasing demand for rented accommeodation and the offrociiveness of buy-to-let as
an effective meons of financing Investment in rental property. We conduct regular survays of buy-to-let londlords ond in December 2006 a
high proportion (95%t intended to increese or maintain their investment in rental property.

Market and competition
Morigoge Express, our intermediary fending business, was a pioneer of the buy-to-let product in the UK and now. o decode loter, we are
still the leading buy-to-let lender in the UK.

There has been substantlol growth in the UK's buy-to-let markel, particularty over the lost five years. At the end of 2006, there were over
850.000 buy-to-let loans outstanding, worth over £94bn, representing 9% of the total mortgages in the UX.

The market has evolved considerably over the last two years, with more fenders offering this produci. Correspondingly. o wider range of
pricing options and extended product features are becoming availoble. ‘

Product overview

Sedf-cerl morigages are designed to mee! the needs of customers wha de not have g conventional, single source of income requiredona
standard marigoge application. This may be because they ore sefl-employed, hove imegulor, commissian-based income or multiple saurces of
income. Although we still require seti-cert applicants lo state their income and carry out o siandard atfordoblity assessment, our underwailing
relies more heavily on the credit search and other forms of automated chexcking. As port of this process a sense check is carried out in order fo
ensure tha! the stated income ls consistent with the applicant's age. occupation, location and fime in employment lor seff-employment). Setf-
cent lending is higher risk than standard lending, however the combination of rigorous underwriting and premium pridng available in the
market ensures that risk-adjusted retums are better than those availoble in the standard market.

Drivers of demand

Recent growth in the self-cert market in the UK has been driven by changing working pattems with increcs'n? numbers of people going info
business for Ihemselves — there are now four million self-employed in the UK. We have also seen consideroble growth omongst employed
applicants who hove additional income from a second job or investment and want to indude this income in their main mortgage application.

Market and compatition

The self-cert market has become increasingly sophisticated in the Jost iwo years end there ore now brood ronges of products catering for the
spexilic needs of these cusiomers. In particular, Ihe advent of regulaion has increased confiderice in the processes sumounding the sale of self-
cen mortgages which has led to growih both in terms of lenders offering setf-cert and intermediaries distributing the produd!. As the product
becomes morne mainsiream, we expect 1o See increasingly innovative solutions designed o address the spedfic needs of these customers.
Although o number of new lendears have entered the self-cen market over the last twe years, their impact on Ihe market has been limited
with the established players continuing fo drive the market.
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Directors’ report
Business review
Key performance indicators continued

Underlying return on equity*
* This measure represents the underying profit ofter lax generated by
M) 12.4) the Group in each period expressed as a proportion of the gverage
) 177) shareholders’ equity deployed in the business to eorn thot return, It is o
p - measure frequently used by analysts and investors to assess the
@& 16.1) effectiveness of the business in generating earnings.
L0330 EX))
{02 D)] 153)
Iier 1 capital rotio As o bank operating in the UK and reguloted by the Financial Services

y 75) Authority. we are required fo maintgin a minimum amount of capital o
@ - ensure the business can meel its financial commitments in the event of
L 78 an unexpected downturn. This copital ensures the bank is able to
&) 75) provide a secure home for our savings depaosits. We are required to hold

at leost half this capital as “Tier 1* capitol, which includes the
2 27 shareholders' equity. ’
02 36)
Indexed loan-tovalue of total portfolio
% The loan-to-value ratic measures the average value of the mortgoge
@) 53) ouistanding on each property, compared to the value of the property
w S ) when taking info account inflation from the ime of the loan to the end of
p the current year. This measure is an average across the whole book. fis
@2 25) important as It gives comfort on the leve! of equity in the properties
(01 78] 44) owned by our customers as security for our morigage portolio.
[ 020D a3)
Funding mix
* We raise finance from o number of different sources to en::ée L;S elg g
P oo T 4.3 1 15 ) ) provide marfgoges. It is important that these sources are diversilied an
- % varied in order to minimise the costs ond the risk of over-dependence on

@ —T - A any ene source. Therefare, we measure the type and ameunts of tunding
L 0:: N L2} iy P 8 relotive to each other.
03] 158 53 )
@ B EY 10 Qpeigil Owholesale OSecurilised OCoveredBond OCapital/Other
Asset mix
b Different types of osset have differing risk end margin charocteristics.
@ S b W We review the proportions of these different assets lo ensure the balonce
[ 05 ) W i S ] 74) sheel remains siong and sustainable.
[0 DN .0 0} )i v}
03 ; 26 6 72
oI 2O Y COBuy-io-let OSeli-cert OOther Residential
02 80 N0 — £) C Commercial and Housing Assoclation Owholesale/Cther

* A recondiliation of underlying profit before tax 1o tha statutory measure profit before 1ex is provided in the surnmary income loble on page 12.
T Figures relating 1o 2002-3 ore on 0 UK GAAP basis and 2004-6 ore on on IFRS basis.
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£3361m ||442% | £36.1bn

Underlying profit before lax Underlying cost:income Record new lending generated
increased by B% ratio improved ‘ 16% incregse in balances

Market shore of net new mortgage lending
%

@] a5) This measure is the level of our net new mortgage lending compared lo
s 7 77) the whole marke! during the year. Net lending is very important asitis o ‘

p meosure of the increase in size of the lending balances, which in turn is o

& X)) one of the key drivers of our Income. 2

D) ' 3

02 NS X), R
]
'g .

Lending balances 35

£bn

) 36.1) This level is the obsolute sum of our loan balances outstonding ot the

o O T end of the year. The total amount of assets that we manage Is a key

. - driver of our income and increases in lending balences will generate

L) 290) increasing income.

pEI))

02 205

Sc;vings balances

£bn

0o D] 19.7) Retail Savings balences torm an important part of our funding and

e F 77) enable us o provide morigages lo customers to finance their homes

) ond invesiment properties, We gather these balances through our

@& ] lo2) branch-based, onfine, telephone ond ofishore accounts.

; )

(02 ] ELD)

. Non-financial measures

Staff satistaction score .

% The morake and motivation of our staf is vitally important fo the success

0T 75) . of the Group. We regulorly survey our people to measure these foctors

e g =) ond the findings of the survey ore used to improve the workplace and

) ervironment for the staff. We have significanily changed the way in
which stal satisfoction is measured in Ihe post two years and wilt
continue to repor on this new basis in future periods.

Eu d ction score Our customers represent the most important asset of the Group and

PO, 5) we regularly osk them by survey to express thelr satisfaction with our

s products and services, The results of the surveys ore used fo identify
woys in which we con improve our proposition and generate betier
value to our customers and shareholders alike. During 2006 we have
established o new satisfaction survey ond will continue to report on this
new basis in future periods.

B { FonoddinGrat Aittnancicl measoras S5
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BusINess review

"1 morigages up by 19% fo £31.7bn [2005:
: £26.1bn). Underlying profit also improved, by
1 8%to £336.1m (2005: £310.1m). Profit before
: tax was £246.7m [2005: £263.5m). The
¢ improvement in underlying performance
: reflects the successful implementation of
1 our strategy to develop improving returns to
: shareholders by ploying o lecding role in the
! UK's specialist lending markets.

: The Board believes it is appropriate lo assess
: performance on ihe underlying basis. This

: calevlates the Group's profits excluding the

. estimated cost of providing for compensation
: payments on mis-sold endowment and

i investment policies which is Ihe only difference
: between the two measures of profits in 2006,
: Areconclliglion of the undertying profit of the
: Group o the accounting measure of profit is

: provided ol the bottorn of the Summary

: Income Statemen,

D B reconciiahon oithe
stum‘rory and SummeIry, hnoncml

Em:smpun;ts

-D'Ib-ﬂj

: The increase in underlying profits and

: eornings per shore in 2006 has been

: defivered through a combination of strong

: growth in our lending balances and ongoing
: rigorous management of expenditure.

! The Group's nel income increased by 6%

! to £615.1m {2005 £580.6m). The major

. component of our income s the net interest

: Income derived from our bolance sheel. In

: 2006 this amounted to £510.2m, an incregse
: of 9% over the previous year {2005: £469.3m).
: Qur good growihin nel Inferest income was

! partly offset by lower non-interest income of

1 £104.9m{2005: £111.3m). Underlying cosis

! increased by just 3% to £27 1.6m [2005:

: Our focus on specialist lending has delivered strong growth in
: balances and improved underlying profits.

Our 2006 performance

3 2006 has been a good year for Bradford
: & Bingley ond we are pleased to report
: substantial growth in fending balances with

Income Statement
Group
£€m
For the year ended 31 December 2006
Nel interest incorne 510.2
Non-Interest income 104.9
Net income 615.1
Administrative expenses
- Underlying (271.6)
- Compensation (69.4)
Loan impairment loss {7.4)
Profit before taxation 2446.7
Compensation costs _89.4
Underlying profit before taxation 3361

For the year ended 31 December 20035

Net interes! income 4693
Non interest Income 1M1L3
Net incorng 580.6
Administrative expenses
- Underlying {264.8}
- Compensation and {46.6
restructuring
Loon impairment loss 5.7}
Profit betore taxation 263.5
Compensalion and 46.6
resirucluring costs
Underlying profit before taxation 310

£264.8m). The impairmen? charge for non-
performing loans was £7.4m (2005: £5.7m.

During the first half of 2006 the level of daims
for compensation from endowment and
invesiment products sold prior to the closure
of our independenit financicl services

business reached higher volumes than
previously expected. As a result we
reassessed the total remaining liability and
set oside £89.4m in the half-yeor resulls
announced in July. Since then, the number

of claims hos been reducing month-on-month
and are within the levels assumed whenwe
maode the provision, The remaining provision
at 31 December 2006 is £84.9m.

The total tax charge in 2006 was £69.0m
12005: £74.7m} representing an undertying
effective 1ox rate of 28.5% (2005: 28.5%. As
a result the profit for the finoncial year was
£177.7m {2005: £188.8ml).

On an underlying basis. earnings per shore
increased by 8% to 38.1 pence (2005: 35.4
pence) and retum on equity increased to 17.4%
{2005; 17.2%). The basic earnings per shara for
2006 wos 28.2 pence (2005: 30.1 pencel.

On 7 Decernber 2006, the Group issued a
trading statement soying ‘we exped

underlying profit before tax for the full yeor
2006 10 be in line with the current market
consensus” and that “the range of analysis’
forecosts is from £323.5m lo £339.2m".

The comparable profil figure is the Group’s
undertying profit of £336.1m which folls within
this range.

Net interest income

The Group's nel interest income increased by
9% to £510.2m {2005; £469.3m) driven by
record addition to book of £5.0bn to £36.1bn
2005: £31,1bn). Growth in our specialist
mortgage lending activities hos generoted an
increase in avergge interes earning assels of
10% to £42.7bn 12005; £38.7bn}. This growth
in assets has largely been tronslated into
income growth given the small decline in the
net interesl morgin to 1.19%{2005: 1.21%),
The medium ferm declining trend in margin
arising from ongoing changes in the mix of
funding is expected 10 continue,

The four basis point increase in the gross yield
on the average interest earning assets 1o
5.57% (2005: 5.53%) was in line with broadly
stable bose rales that uveraged 4.64% (2005
4.6 5%). The small, relative increase in overall
reld was due mainly to the impoc! of new
ixed rate marigoges being wrilten at higher
rates than those coming off the book. This in
turn was coused by the increase in average
interest swop rates for two and three-year
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: Net Interest income

2006 2005
: £m £m
i Nelinlerest incoma 510.2 469.3

: Average balances

! Interest-earning ossets 42,692 38,660

tTEA)

: Financed by:

! Inferest-beoring loblties 41,122 37,085

Interest-free ligbililies 1,570 1,575

: % %

: Average rates

: Grossyield onavercge [EA  5.57 553

i Costof interest-bearing  {4.55) {4.50
liobilities

: Inlerest spread 1.02 103

i Interest-free lichilitles 0,17 0.18

* Nef interest margin 119 1.21

. onaverage IEA

Average bank base role  4.64 4,65

: Averoge 3-month LBOR ~ 4.84 476

: Average J-year swap rale 5.07 4.71

funding, on which the new fixed rale loans
: were priced, The averoge three-year swap rate
: rose by 36 basis points o 5.07% from 4.71%,

: Average interest-beoring liabilities increased

* to £41.1bn [2005: £37. 1bn). The average cost
. of liobilities wos up by five basis points to

¢ 4.55% {2005 4.50%]. Our average cost of

: funds remains below the UK base rate, bu

¢ with most new funding raised ot higher rales
i than this average, there is slight downward

: pressure on margins os the business grows.

. Non-interest income

¢ Intotal, non-interest income reduced in 2006

: from the previcus year fo £104.9m (2005:

© £111.3m). During 2006 the Group switched

¢ focus to its speciglist mortgoge lendin

: business ond in Novernber we ¢

: morigage beoking services. The commission

! income derived from morigoge sales therelore
: reduced by £1.6m lo £10.9m (2005: £12.5m).

i We hove mointained our rekationship

. established in 2004 with L&G 10 provide

: investment advice and products from within our
' branches. Soles volumes have beenin line with
* our plans and income from this area of the

business remained stable at £31.5m (2005:
£32.0m). After a number of years of decline we
refreshed our products in the general insurance
and pratection arena and new sales improved,
Incorne from general insurance increased to
£19.4m (2005: £18.6m).

Income derived from administration of loans
fell to £28.9m {2005: £31.7m) due 1o lower
fees chorged on commercial loans. Thesa
charges were relatively high during 2005.

Non-interest incomne

2004 2005
€m £m
Morigage broking 10.9 12.5
Investment 315 320
Generql insyrance 194 186
Other retait 2.4 o0
Retait 64.2 66.1
Lending related income 28.9 3.7
Income from sale and 3.7 8.1
leaseback transaciions
Goins less losses on 2.1 1.8
sale of debt securities
Fair value net gains 0.2 11
Other 3.8 25
Total 104.9 1113

The Group transterred ewnership of o number
of our branches under sale and leaseback
transactions. The net income from these
transactions was £5,7rm compared to

£8.1m in 2005.

Net income from the saole of debt securifies
was £2.1m, in line with the previous yeor
|2005: £1.8m). Gains or losses are incurred
if debt securities are sold prior to their
contractual maturity.

Administrative expoenses

Our approach ta cosis is io manoge the rate

of growth 1o below thot of our income whilst
ensuring we invest in people, infrastructure,
marketing and eftective processes lo support
our ropidly growing lending activilies. We aim to
maintain o healthy gop between income
growth and cost growth. Underlying costs
increased by just 3% 10 £271.6m (2005:
£264.8m), This careful mancgement of the
cost base, containing cost growth to well below
the rate of inceme growth, is dermonstrated in

the improvement in the underlying costincome
ratio to 44.2% (2005: 45.6%|.

Stoff related costs decreased during the

year by £5.4mto £118.2m {2005: £123.6m).
This reduction reflects ongoing improvements
and efficiency in the operaticnal areas of

the business.

Premises costs includes the rent payoble on
our bronches and other properties and has
increased to £21.9m (2005: £18.9m}in part
due to higher rentol costs as a result of the
sale and leaseback transactions ond to higher
utility costs. Marketing costs were held stable
ot £15.3m [2005:£ 15.2m).

Administrative expenses

2004 2005

€m £m

Siaff related 118.2 123.6
Premises 219 189
Marketing 15.3 15.2
Other odministrativa 28.0 94.5

expenses

Deprecialion 18.2 12.6
Underlying costs 276 2648
Compensation costs 894 387
Restructuring costs - 19
Total 361.0 3ng

Deprecdiation costs increqsed to £18.2m {2005:
£12.6m) refleding [T invesiment in mortgoge
sales ond processing. Other administrative
expenses. which incudes fees lo outsourced
suppliers such as IBM and BT, increcsed fo
£98.0m (2005: £94.5m).

Arrears and loan impairment

The fotal number of cases three months or
more in arreors and in possession hos
increased to 4,337 (2005: 3,730) amounting
10 1.30% [2005: 1.19%} of the total book, This
increase occurred exclusively in 1he first half of
the year reaching 4,396 cases of the end of
June 2006. During the second halt of the year
arrears remained stable.

Our prowision for impeired loans has increased
10 £49.4m (2005: £48.4m). This increase is
driven by higher arrears and by the growth in
the overall size of the mongugz book.
Expressed os o proportion of balances, the
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: residential impairment allowonce represents
 0.15%(2005; 0.18%).Consequently, the charge
! 1o the Income Statement te account for

: impaoirment was £7.4m (2005: £5.7m).

Arrears and possessions on residentic! morigages

: 2006 2005

: Arrears over 3 months

! -number of cases 4,015 3458
% of 1otal cases 1.20 110
value [Em) 498.9 378.1

i % of book 1.60 145

! Possessions

? -number of cases 322 272
-% of total cases 0.10 0.09
-value [Em) 52.7 422

¢ 9% of book 0.17 016

! Total
-number of cases 4,337 3,730
% of fotol coses 1.30 1.19
-value (Em) 551.6 420.3
% of book 177 161

Residenfial loan impairment allowance
: mpairment aloworce (Em) 47.8 461

-% of residenticl ossets  0.15 0.18
% of residentiol 90.7 1092
possessions
 Taxation

: The total tax charge for the year was £69.0m

: {2005; £74.7m). Based on an underlying profit

: ol £336.1m (2005: £310.1m) this equates to

! an eftective undertying tax rate of 28.5% (2005:
* 28,5%). The eftective tox rote for the Groupis

: below the UK corporation tox rate of 30% due

: 10 elements of our earnings being derived from
: overseas sources laxed af lower rates than UK
: income ond other temporary adjustments,

: Balanca Sheet

* Due 10 the success of our lending business in

i generaling significant growth, the Group's

! lotal assels increased by 11% 1o £45.4bn

i (2005: £40.8bn). Lending balonces increased
i to £36.1bn {2005: £31.1bn), growth of 16%.

! Wholesole assets remoined 0! similar levels 1o
3 2005 at £8.8bn {2005: £9.0bn). These assels
. are held to provide liquidity.

Total funding wos increased corresponding lo
! fhe growthin asset balonces and amounted
: 1o £41.6bn {2005: £37 3bn).

Summary Balance Sheet

tn 2006, the Group achleved record new
lending. Gross new morlgege cdvances were 2006 2005
a record £7.7bn (2005: fUS.an!. In addition, &m £m
the Group purchased a further £2.5bn {2005:
£1.4bn] morigoges, the majority of these Loans and advances 1o cusiomers
from GMAC. A further £1.2bn (2005: £1.7bn) - Mortgages 31,1347 261159
gross new commercial property and housing ~-Commercicland  4,997.0 50112
aesdsociation loans were made. Net of housing association loans
redemptions, lending balonces increased by
£5.0bn [2005: £2.4b0 fo £36.1bn {2005; Wholescleassels 8,898 84789
£31.1bn). Our shore of the el inaregsein UK o volue adjustments (70.4) 1550
morlgages was on impressive 4.5%, on portiolio hedging
exceeding our share of outstanding balances  Derivative finoncial .0 2628
of 2.9% ond demonstrating the superior nstruments
growth of our business relative fothe markel. o 40 or ecate 198.0 3170
The mix of new loans by product and on our Tolal assets 45,354.2 40,8402
boluncFa sheel ref:ecls our focus on thke d Retail deposits 19.674.6 17,6610
specialist areas of the morigoge market a N .
the success of our Morigage Express brand in Non-retail deposits 21,880.1 19,6883
buitding this business. Buy-to-let hos Derivalive financial 493.4 331.1
continued to be the most significant produd! instruments
representing 54% of new loons [2005: 61%) Other liobilities 474.0 480.5
and 58% of residential bolances (2005: 58%).  jyaract bearing coptal 1,412.2  1,339.0
Salf-cert loans is also @ major ond growing Equl 14199 ]'3403
component of our lending ond in 2006 was Quity S17. 40,
33% of new mortgages {2005: 27%). Total equity and 45,354.2 408402
fabilities
Analysis of lending balonces
Residential  Commaercial Toval
£m £m £m
Gross advances 7,748 1,242 8,990
Acquired morigages 2,541 - 2,541
Net advances 5,133 M 5129
Balances as at 31 December 2006 3,135 4,997 36,132
Gross advances 5754 1.663 7417
Acquired mortgages 1,406 - 1,406
Net advances 2,661 1294} 2,367
Bolances os at 31 December 2005 26116 5011 31,127
Product mix {residentiol lending)
Naw Mortgages Balorke
Em % €m %
For the 12 months to 31 December 2006
Buy-todet 5,599 54 18,188 58
Sell-cert 3,369 33 6,899 22
Ufefime 148 1 818 2
Standord 1,172 12 5430 18
Total 10,288 100 31,135 100




: The rapid balonce growth achieved in 2006
: has placed even grecter emphasis on our

: new tunding progrommes. We have been

¢ gclive in the retail and wholescle markets,
¢ in particulor our eSavings product has

¢ contribuied fo our funding needs. During

: 2006 retail deposils have grown by £2.0bn
: (2005: £1.5bn) to £19.7bn (2005: £17.7bn}
; and muke up 43% (2005: 43%) of fotal

: funding. In addition. we hove raised

: significant new finance in secured funding
: markels with our securitised and covered

: bond programmes issuing £3.4bn 2005

¢ £2.0bn) and £2.7bn {2005: nil) respectively.

¢ Qur approoch fo funding is fo drow from

: diverse markels 10 ensure a spread of

! investors and depositors in order 1o monage
: the cos! and concentration risks.

: Copital

: The Group's copital for reguiatory purposes

: hasincreosed to £2.7bn (2005: £2.6bnl.

! The increase hos arisen due to the roising of

: £250m of subordinated debt moturing in 2018.

! The solvency ratios have declined slightly as

: risk weighted asset growth has oul-poced the
: growthin copital. Tier ¥ capital was 7.6%

1 [2005:; 7.8%) and the foiat solvency ratio was

1 13.2%(2005: 13.4%).

Caopitol structure

2006 2005
: £m £m
| Sharecopifolond  1,419.9  1,3403
i reserves
: Deductions (74.4} 169.4)
3 Net pension delicit 50.8 725
Innovative tier 1 143.8 148 5
Total tier 1 capital 1,545.1 14919
i Uppertier 2 583.8 567.9
i Lower tier 2 671.7 567.2
 Total tier 2 capital 1,265.5 11351
: Deductions {97.2) i63.2)
! Total capilel 2,703.4 25638
! Risk weighted ossets (Ebn}  20.4 19.1
: Tier 1 rofio (%) 7.6 78

13.2 134

Totol capital ratio (%)

Segmental reporting

During 2006, the Group recrganised its
management struciure along functional rather
ihan business unit lines. This change is port of
ihe ongoing simpiification of our business
during the post three years as we have
focused on our core spedialist lending activilies.
For internal performance mancgement
purposes, the Boord proposes to measure the
Group as a single entily with no business units
or segmental sub-divisions. Correspondingly,
the performance of the Group reported
exiernally will be aligned with this simpler,
more facused structure and segmental splits
will no longer be provided. The income
statements of the previous segmenls of the
business are reported in note 2 on pages 50
ond 51 for compaorative purposes. This
reporting will not be continued in 2007.

Non-financial meosures

Our conlinuing success is aitributable to the
quality and commitment of the people
engoged in the business, We measure their
commitment and salisioction regulary and Il
is particularly rewarding to record the overofl
level of this measure of 78% (2005: 58%) and
the yeor on yeor improvemnent. We hove
made significant investment in our people in
2006 and mode comesponding changes lo
our internal measurement of their
commitmen and safisfaction.

Other major foctors in the success of

Bradtord & Bingley are our custorners, both
the individuals who select our producisand -
services, and the morigage inlermediaries
who infroduce the vast mojority of our new
morigoge customers. We have meosured the
satistaction of these key contributors 1o the
Group’s success in the post. However, given
the changes undergone by the Group in recent
yeors, we are redefining and improving these
measures. Looking forward we expec! to repon
on customer and intermediary satistoctionin
more detail in future reparting periods.

Bracford & Bingley Annualienont & accounts 2006 15
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! Siotutory income Staterment for the year ended 31 December

2006 2005

: £m £m
! Interest receivable and similor income  2,383.0  2,136.]
: Inferes! expense and similar charges ~ (1,872.8)  (1.666.8]
i Net inferest income 510.2 4693
: Fee and commission income L7 923
! Gains less losses on sole of debl securities 2.1 1.8 —
! Fair volue movements on finandial instruments 0.2 1.1 —
! Other operaling income 52 80 —
i Net operating income 60%.4 572.5
i Administrofive expenses

- Ongoing {271.6) {264.8)

- Compensation |89.4) 138.7

- Restructuring . (7.9
! Loan impairment loss (7.4) {5.7)
i Non-operating income 57 81 —
i Profit before taxation 246.7 2635
! Taxation 169.0) 74.7)
: Profit for the finonclo! year 172.7 188.8
: Affributable to equity shareholders 177.7 188.8
Earnings per share
i -Basic 28.2p  30.1p

- Diluted 28.1p 30.0p

! The statutory Income Statement and Balance Sheet are summarised in the Directors’ Report in
: order to provide a simpler view of the financial statements, more closely aligned with the

| presentation used on a day-to-day basis by the Board and management of the Group. In the

: simplified financial statements, certain items are either grouped fogether or sub-divided from
! those presented in the statutory financial statements. Those differences of presentation are

: explained in the diagrams below:

Income Statement for the yeor ended 3t December
2006 2005

£m £m
—t=> Net interest income 510.2 4693 @
- Non interest income 104.9 M3e@e
Net income 615.1 580.6
Administrative expenses
— - Underlying {271.6) 1264800
> - Compensation and restructuring (89.4) (46.6) @
& Loon Impairment loss {7.4) 506G
Profit before taxotion 246.7 2615 ®
Compensotion and restructuring cosls 89.4 46.6

Underlying profit before taxation 336 3100 @

() The sum of the interest recaived on tha mortgages, ioons ond wholesale
assels of the Group less the interest cost of funding these loans payable 1o
relail depositors and wholescle investors.

@ The total of fees and commissions eorned on the scle of financiol products,
any net golns or losses on the sake of assets and amy changes in the value
of finencial instruments Lsed to manage risk in our balunca sheel.

@ The tolal expenditure of the Group on woges and solories, property lecses,
oiher consumable iterns such o5 marketing ond information technalogy.
depretiation on assels ond costs assaciated with other services

@ The amount provided in the year to cover the estimated cost of doims for

mis-sefing relating o the FA business which was dosed in 2004 ond for

redundancy ond resiructuring costs assoclated with a cost reduction

programme completed in 2005,

The omoun! changed fo altow for ony reduction in the volue of assets, for

eanmple, losses arsing when customers fall lo repay the interesi and

balance on their mongages.

® The netearnings o the business alter saiistying o commitments in the
period before ony paymenl of toxation.

@ Tha net earnings of the business aiter satistying ol commitments but befora
the costs of compensation, restruciuring and any payment of faxation.

®




Statutory Balance Sheel as at 31 December

Group Group
2006 2005
: £m £m
: Assets
i Cash and balonces af centrol banks 202.6 496
: Leans and advances 1o banks 33014 32047
i Loans and advonces fo customers 36,1317 311270
* Foir value adjustments on porticiic hedging  (70.4) 1550
: Debt securities 52999 57240
Derivative financial instruments 291.0 2628
! Prepayments and accrued income 250 336
i Other assels 213 1153
: Deferred lox osset 57 227
! Property, plant and equipment 20.8 929
: Intongible assels 55.2 47.5
: Totol assets 45,354.2 408402
¢ Liabilities
¢ Deposits by banks 1,5124 17216
: Customer accounis 22,201.0 21050
} Derivotive finoncial instrurnents 4934 330
Debt securities in issve 17,8413 145774
: Other ligbilities 115.6 1408
! Accruols and deferred income B4a.9 128.2
: Current tax liobilities 96.0 64.4
: Post-retirement benefil obligations 832 1122
: Provisions : 948 349
i Subordinaied liobiliies 1,247.0 11647
i Other capital instruments 165.2 174.3
Total iabilities 43,9343 394999
: Equity

i Capite}and reserves aftributable to equity holders

- Share coplial 158.6 158.6
- Share premium resarve 49 49
- Copital redemption reserve 25.0 250
- Other reserves W 220
: - Retained ecrnings 1,212.3  1,1298
: Total attributable equity 1,419.9 11,3403

45,354.2 40,8402

! Total equity and liabilities
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Summary Balance Sheet os at 31 December

Group Gioup
2006 2005
£m £m
Loans and advances lo customers ®
- Mortgages 31,1347 261159 @
- Commercial and housing 49970 50120
ossociotian loons
Wholesale assets 88039 897183 @
Feir volue odjusiments on porticio hedging  (70.4) 1550 ®
Derivative finandial instruments 291.0 2628 ® -
Fixed and other assets 198.0 o Q@
Totol assets 45,3542 408402 .
Retail deposits 19,6746 1746610 ®
Non-fetail deposits 21,880.1 19,4883 ®
Derivative financiol instruments 493.4 3311 @
Other liabililies 474.0 4305 ®
Interest bearing capitol 11,4122 13390 O
Equity 1,419.9 1,3403 @
Total equity ond liabilities 45,354.2 408402

@ The finonaial accounting descriplion of loans made by the Group lo
customers for Ihe purpose of eorning interes income.

@ Loans made fo individual cusiomers secured on residentiol property.

(3 Loans io componies who cre in the business of providing commeiol
property typically refall, oflkce or industriol or lo housing ossociations who
provide alfordable housing lo individuols with low incomes.

(@ Assets hewd by our Treasury department providing the Group with the
liquidity [rexily occessible cash resources) lo protect our relgi deposiiors
and 1o erable therm 1 wilhdrow their tunds as and when Ihey require, ond
assets held as iwvestments to supplernent the exome camed by the Group
on its loans to customers.

The movement in the volue of fixed rale mongoges os o resull of changes in
inferes! rgtes since Ihe loans were mode.

@ Derivatives ara instruments hetd by the Group 10 manage the naturcly
occurring interest rate and currency exposures thot arise in our normal
course of businass (for example, whan we provide fixed interest rala
moftgoges to cusiomers). The value of o desivative can be positive or
negaiive depending on the osset or Bobéily i is hedging or the movement in
interest and foreign currency exchong« rotas.

() Propery, olher equipment such os computers and softwaore used by
our business ond other ossets.

The tatal amount of depesits made in our savings products.
Amounts barrowed from banks and other sources which in oddifion 1o the
reloil deposits allow ws 1o make foans 1o Customers.

@ Other amounts provided te enable us 1o poy known future commitments as
they arisa. For exompile. items such 0s rents and rates on property, nolional
insurance, 1oa ond pension commiiments.

@) Long term loans that act s copital under rules sel out by the Financiol
Services Authonty, our regulator. Banks need capitol 1o support the octivity of
making loans and lo provide proteciion lp savings customers.

@ The invesitnent ol cur shareholders in the business and Ihe nai profits
retained by the Group from afl previous financial periods.
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: Riskis mherent in the Group’s business ond

: odvities. Qur ability to identify, assess, monitor
: ond monage eoch ype of risk 10 which the

i Group is exposed is on imperiant foctor in our
+ financiol soundness, performance, repulaficn
¢ and fulura success. The principal risks which

* we face are credit risk, morkel risk, liquidity risk
! and aperational risk. Our approach Yo risk

: managemen! is buill on formal governance

! processes, relies on individual responsibifity

: and collective oversight and is informed by

: comprehensive reporting.

¢ The sedlions below describe cur approach fo
! risk menagement, The first section covers the
: Group's risk governance structure and the

: The Board is committed to the ongoing sustainability of the
- business and has established comprehensive control and
: governance structures fo ensure the risks faced by the Group

categorise risks, the types of risks thot we
face and their mitigation.

Risk governance

The responsibility for the overall framework

of risk governance and managemen lies

with 1he Board of Directors. The Board is
responsible for determining risk sirotegy,
setting the Group's risk appetite and ensuril
that risk is monitored and confrolled effecﬁvr::?y.
it is also responsibte for establishing o deorly
defined risk monogement structure with
distinct roles and responsibilities. Within thal
structura, line managers are responsible for the
idenlification, measurement and management
of the risks within their areas of responsibility.

Credit Risk Committee

- A

Group Risk

: are managed carefully.
Risk management and control
Introduction second section explains the way inwhichwe  Independent monitoring of the risk

manogement framework is provided by ris;k
monagement specialists based in the Risk,
Audit and Compliance functions.

In addition to individuol responsibilities for risk
management there is a structure of
committees that, under authority delegated
fror the Board, have formal responsibility for
defined aspecis of risk management.

The roles and responsibilities of the risk
management commitiees are $e1 outin the
following paragrophs. The relotionships
between these commiftees and the risk
management furctions are shown in the
diagrom below:

Audit

Committee

Group Finance

Director

Director Group

Operational Risk

Risk, Audit &
Complionce

Finoncial Risk

Commiltee

Group
Complionce

internal Audit




: Audit Commiftee

i The Audil Commiltee is a non-executive

: commiftee that supports the Boord In carrying
! out Its responsibifties for finandal reporting

¢ inchuding accounting policies ond in respect

. ol internal control and risk ossessment. The

1 Audit Commitiee monilors the ongoing

! process of the identification, evatugtion and

: management of ol significant risks

: throughout the Group.

¢ Group Risk Committes ((GRC’)

¢ The Group Risk Commitiee is an executive

: risk governence committee. It supports the

i Group Chief Executive in ensuring that the

¢ Group’s overall risk monagement framework
. is effective and that key risks are managed

: cost effeclively and to an acceptable level,

: Assat & Lichility Management

: Committee [ALCO’) :

: ALCO is an execulive commitiee, whic

: monitors ond monages the struciure of the

: Group bolonce sheet ond agrees strategy and
: policy adjustment where necessary. In

: addition ALCO optimises the Group's net

' Interest income within the sensitivity limits

. established by the Boord.

i Credit Risk Committee (‘CRC)

; The CRC supporis the GRC by advising on the
: Group's credit risk framework and reviewing,

: moniloring and recommending on all credil

! matiers relating fo credil exposures and credit
: risk management strategies.

i allof the above committees have appiopriate
: representation and support from the Group's
: Risk, Audit and Compliance functions.

: Group risk

: The role of Group Risk is to:

: « develop o Group sirgtegy. policy and

1 framework for risk management aligred
: with business requirements;

: » provide support 1o the business in the

! implementation of the framework;

:  bring together analyses of risk concentrations
T and sensitivilies ocross the business;

: » gtt as a point of reference lor risk and

* control matters, providing od hoc advice
o management, sharing bes! practice
ond carrying out spedal reviews as
directed by GRC, ALCO and the Audil
Commiliee; and

: » provide an independent
assessment/challienge of the business

areos’ risk manogement ond profiles
1o ensure they are maintained in ¢
robus! manner.

Complionca

The mole of Compliance is to:

* provide a focal point to co~ordinate
communications ond consultations with
regulatory authorities;

+ gchieve high stondords of compliance
advice and risk-bosed complionce;
according to ogreed plans ond standords;

« provide an eHective complionce advisory
ond consuliotive service Io the Group;

« carry oul reviews of relevoni business unils
emplaying quontified risk based
menitoring techniques to monitor
performance against the relevant rules,
guidance, codes of conduct and the
Group’'s internal policies and procedures,
providing timely ond objective reports of
findings, agreeing appropriate corrective
aclions and monitoring implementation;

« gversee the complionce performance of the
Group, keeping kine monogement, GRC, the
Audit Commirtee and the Board informed
of the siate of compliance stondords
measured ogains! objeclive and published
performance siandards/indicators. Drow
attention {o areas of under-performonce
and improving or worsening trends ond
provide rapid alert to particulor risks or
faiings; and

» escalate ony unremedied complionce failings
through line manogement and if necessory
prompt effective enforcement measures.

Intarnal audit

We have contracted with Emst & Young for
them to provide internal audil services. The
manogement of the intemal gudit function,
howeaver, remains firmly with Bradford &
Bingley. The role of the function is to provide
independeni ond cbjective assurance that
the process for identifying. evaluating and
manoging significant risks foced by the
Group is appropriate ond eflectively applied.

Specifically to:

+ produce o formal, annual opinion on the
adequacy and effectiveness ol the conirol
processes lo the Audil Commitiee for
submission to the Board., This is fo agreed
materiality thresholds and supports
Tumnbull requirements;

* repori on a quarterly basis 1o the Board
through the Audil Committee on the
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operation of the controls processes and
managerment’s progress in oddressing
lssues identified;

* report 1o the Audit Committee upon the
results of individua! oudils in the period.
inferngl Audit reports the issues emerging
from, and findings of, each oudit fo
relevan! management and obtoins their
commitment! 1o undertake appropriate
remedial gction; and

» review continuglly the appropricteness of the
Group's risk profile ond ploce oppropriate
refionce on the risk manogement process
to minimise audit work.

Risk categorisation
The Group calegorises risks under the
following headings:

Credit risk

Credit risk is defined as the potential finoncial
loss if a custormer or counterparty (oils to meet
thekr obligations lo us as they become due.
Credit risk also arises through the downgroding
of counterparties whose aedit instruments the
Group moy be holding, causing the vaiue of
ihose assets 1o fall,

The taking of credil risk in order to ecrn @
return is o centrol {eature of the Group's
business. Risks orising from chonges in credit
quadlity ond the recoverability of loans ond
amounts due from counlerparties are
inherent across most of the Group's activities.
Adverse chengaes in the credit quality of
borrowers or a generol deteriorafion in UK
economic conditions could offect the
recoverabiiity and volue of the Group's assets
ond therefore its finoncial performance. As
credit risk is the main risk Io the Group, o
credit risk fromework has been eslablished as
pari of the overall governance lramework lo
meosure, mifigale and mancge credit risk
within the Group’s risk appetite.

The Group is exposed fo ¢ lesser degree fo
other forms of credit risk such as those arising
from trading and settiement acivities where
tha risk is a consequence of underiaking the
activity rather thon o driver for il

The Group's credit risk framework is based on
the allocation of the Group's residential and
commercial lending into g series of four risk
categories. These provide a sufficient level of
detail to identity, monitor and manage the
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Business review

Risk management and control continued

: overall credit risk profile on o monthly baosis.
' These categories ore defined in relation to

. profitabifity, as follows:

i = Medium risk: in the event of o ma

rkedly
odverse economy, high levels of bod debts
would result in profits being negfigible or
losses being incurred;

* Medium/low risk: a markedly odverse

econormy would couse substantial
reductions in profitabllity, but profits would
still be positive;

« Low risk: only modes! reductions in

profitahility would be recorded even In the
event of a markedly adverse economy;

: » Negligible risk: these are loans which hove

tow risk of default and, more importanily,
such high levels of security that, evenin g
markedly adverse environment, it would
not be expected that any bad debt loss
would be incurred.

: The assignmen of [oans to the different risk

. categories is based on an assessment of the

¢ relotive risk of default and the strength of the

! underlying securily |al! residential and

i commerciallending is secured). The resulling

: risk profile is then projected lorword based on
: plonned odvances, redemptions ond

¢ seasoning and Boord approved imils

: structured in fine with the Group’s risk appetite.

{ Within the Treasury benking book,

: counjerparties are required fo have a

: minimum long term credit rating of Moody's

¢ A2 orils equivalent or a minimum short ferm
! oredit roting of Moody's P2 or equivalent. This
* reflects the Group's low tolerance fo loss.

! The Group olse maintains o structured finance
! portfolio thal comprises primarily Investments
! in assel backed securlties [ABS). The credit

: risk is driven by he quality of the underlying

: securitised assets which in furn drives the

: demand for. and therefore marketability

: of. the issues. To kmit credit risk and

: conceniratlons, the maximum investmen!

! in ABS is capped ot £4bn,

¢ The Group s firmly committed to the

: managemen! of credit risk in both its lending

. and wholesale money markel activities. In it

: core lending octivities, the Group employs

! sophisticated credit scoring, underwriting and
: fraud detection techniques that support sound
: credi dedision making and work to minimise

: fosses A
> and control of loan impalrment is maintoined in

proactive approach to the identification

the Credit Risk Management and Credil Conirol
areas with challenge ond oversight provided by
the Group Financial Risk function.

Lending policies ond limits are reviewed and
approved annually by the Board, with the
ossocigted credit risk processes defined
centrally. The CRC ensures that any exposure
fo credit risk, significont chonges in policy, or
expansioninio new areas of business remain
within overall risk exposure levels as cgreed
by the Board. Authorised credit risk limils for
whalesale money market counterparties
reflect the size, depth and qudlity of a
counterporty’s copital base and, where
published, credit ratings assigned by the
mojor credit rating agendes. The palicies ond
limils covering Treasury counterparty credit risk
exposure are reviewed and approved annually
by the Boord.

In eddition to the credit risk governonce
framework oullined cbove, the Group tokes
security for funds advanced and, whilst
concentrated in the UK, monages the
diversification of its portiolios through limits
eround individual counterparties, types of
counterparty, industry and geographic regions.

Market risk

Market risk is defined os the polentiol adverse
change in Group income or Graup net warth
arising from movements in interest rates,
exchange rafes or other market prices.
Effective identificalion and monogement of
market risk is essentia! for maintaining stable
net interest income,

The Group did not have trading portfolios during
the year and therefare the most significant form
of market risk to which the Group s exposed

Is imerest rate risk This fypically arises from
mismatches between the repricing dates of

the interest-bearing assets ond linbillles on

the Group's balance sheet, and from the
investment profite of the Group's capifal and
reserves. Treasury is responsible for manoging
this exposure within the risk exposure limits set
out in the Balance Sheet Manogement policy os
opproved by ALCO and the Board. This policy
sels oul the nkrlure of the market risks that may
be token along with aggregote risk fimits, and
stipudates the procedures, insiruments and
confrols o be used In menoging market risk.

It is ALCO's responsibilily to approve sirategles

. for monaging market risk exposures ond

ensuring tha! Treasury implerments the
sirategies so thal the exposures are managed
within the Group's approved policy limifs.

The Group assesses its exposure to interest
rote movements using a number of
techniques. However, there are two principal
methods: a) a siatic framework thot considers
the impact on the current balance sheet of an
immediate movemen of interest rates, and

b) o dynomic modelling fremework that
considers the projected change to both the
balance sheet and product imortgage and
savings) rates over the following year under
various inferest rate scenarios. The results

of these analyses are presented 1o senior
managemenl in order lo identify. meosure
and manage the Group's expasure to

interest rate risk. The Group hos remained
within cll its interest rate risk exposure limits
during the yeor.

Limits are placed on the sensitivity of the
Group balance sheet 1o movements in
interes! rotes. Exposures are reviewed as
appropriate by senior management and the
Board with a frequency between dui}Lcnd
monthly related 1o the granularity of the
position, For exompie, the overoll Group
balance sheet interest rate risk exposure
position is monitored monthly whilst several
specific portfolios within the bolonce sheet
are reviewed more frequently on a daily or
weekly basis. This refiects the dynamics and
materiality of the various portlolios.

Interes! rate risk exposure is predominontly
monaged thraugh the use of interest rate
derivalives, principally interes! rate swaps
and inlergst rate futures contracts. Interes! rale
swops are over-the-counter arrongements
with highly rated banking counterporties,
while futyres contracts are transocled through
regulaled Futures Exchonges. The Group also
uses assel ond tiobility positions 1o naturally
offset exposures wherever possible lo
minirnise the costs and risks of armanging
transactions external fo the Group.

Foreign exchange risk

As the Group does nol actively seek fareign
exchange exposures, with the net exposure
to foreign currencies relating prirarily fo net
inferest income sirearns denominated in the
toreign currencies, the limit ploced on this risk
is smallin retation to the Group’s other risk

. exposures. This exposure limil and the small




i range of forelgn currencies it is related fo is se!
: out in the Balance Sheet Monagement policy
i thatis opproved by ALCO and the Board.

! The Group raises and invests funds In

¢ currencies other than sterling. Accordingly,

: {oreign exchange risk orises from oclivilies

: related to the Group manoging borrowing

: cosls and investmeni returns. As wilh interest
: role risk, Treasury is responsible for managing
: this exposure within the kmits as set out in the
: Group’s policies.

: Foreign cutrency exposure is meosured daily

* by Treasury taking into consideration ol non-

. sterling ossets ond liabififies. This exposure

: position broken down by individual foreign

: currency is then circulated to senior managers
¢ with an overall summory position provided 10
: senior executives on o monthly besls.

: Funds ratsed in foreign currency are generally
: converied to sterling using currency swaps.

: Residudl foreign exchange risk is managed

: through the use of foreign exchange

: controds. i is clso managed by matching

: foreign currency denominoted assets with

: liobflities denominated in the some foreign

} currency ond vice versg.

; The Group also has in place a number of

: standby liquidity focilties. These ilow the

! Group to access funds in a range of

i currencies at short nolice, although they are
i availoble principally to support the Group's

: activities raising funds in foreign currencies.
: These faciliies hove not been drawn upan

: during the yeor.

: Liquidity risk

i Liquidity risk is the risk that the Group, even it it
i has adequate capital. does not have sutficient
: funds to meet the Group’s allons as they

: fall due. A liquidity shartiall could be caused by
¢ many factors including the withdrawol of

¢ customer deposits, the drawdown of customer
: borrowings or growth of the balance sheet.

: Liquidity risk monagement within the Group

: considers both the overall balance sheet

: structure ond projected doily liguidity

i requirements, measuring the combined efect
: of asset ond liability maturity mismaoiches

: across the Group and undrawn commitments
: ond other contingent obligations.

The day-to-doy manogement of llquidity is
the responsibilily of Treasury, which provides
funding fo, and takes surplus funds from, the
Group as required.

Liquidity policy is approved by the Boord ond
ogreed within a framework established by the
Financiat Services Authority [FSA), The scope
and nature of the Group's holdings of readily
realisable liquid assets are always in excess
of regulatory guidelines after allowing for the
potential outflow of funds.

Liquidily risk is ossessed by means of o
framework that determines the oppropriate
leved of liquidity avoilable ot shor-notice in
conjunction with a series of siress tests ond
scenario analyses. The framework ond
scenanios were developed in conjunction with
Group Risk ond opproved by ALCO and the
Board. Induded within the scenorios are specific
counterparty, Group ond financiol market
events thal might. bui are unlikety to occur.

The paramelers and scenarios selected were
determined through o combination of histerical
dalo anglysis and professional judgement to
generate the most severe possible fiquidity
drain. The stress tests and scenario onalyses
also consider the fime period over which the
kiquidity demands ore most strong, lypically
one week but also up lo three months.

On the basis of this framework and scenario
onalysis, the Group met its liquidity
requirement throughout the year.

The liquidity risk framework is reviewed and
opproved by ALCO and the Board on an
annuol basis. Liquidity reporting is undericken
weekly and circulated fo senior members of
Group Risk and Group Finance.

The Group hos o Contingency Liquidity Plan
thot is also opproved by ALCO and the Board.
This plan sets oul the estobishment of

o Steering Committee comprising senior
members of the Group executive that will.
direct ond co-ordinate the Group's adlions

to maintain kquidity during extraordinary
circumstances thal materially disrupt normaol
operotions. It sets oul the responsibilities

of various executives in such circumnsiances.
The Steering Commiltee has not been formed
during the year.
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As noted earlier tha Group hos olso arronged
a number of standby iquidity focilities thot ore
ovailable to assist in the mainienance of liquidity
levels. These are primarily used fo support the
Group's non-sterting activities, and are avaiiobie
in orange of cumendes, These fodilities have not
been drawn upon during the year.

Operational risk

Operational risk Is defined as the potential risk
of finarcial loss or impalrment to reputalion
resuiting from ingdequote or falled internal
processes and syslems, from the actions of
pecple or from external events.

Major sources o operationol risk include:
outsourcing of operations, dependence on
key suppliers, IT security, internal and external
fraud, implemeniation of strategic chonge.
regulatory non-compliance, for example, mis-
selling, process errors and external threals
such as the loss of a criticol sile.

The Group manages this rsk through
appropriate contrals and loss mitigotion
actions, including insurance. These octions
include o balonce of policies, appropricie
procedures and internal controls 10 ensure
compliance with lows and ations. At a
detailed level, risk ond control assurance is
faciitated by Group Risk in conjunction with
line monggers on the risks and related
conirol effecliveness within their oreas

of responsibility.

In addition, spediolist support funciions
provide expertise In operational risk areas
such as information sacurity, health & safety,
complience, fravd moncgement, security
and business continuity management.

A protess is in place for the recognitian,
caplure, assessmeni analysis ond reporting of
risk events. This process is used to help
Identify where process and conirol
requirements are needed to reduce the
recurrence of risk evenis.

Social, Environmental and Ethical (SEE') risks
Having identified the need to consider SEE risks
within aur risk manogement ond control
policies, our Group Sirategy function now
includes SEE risks on iheir monthly risk onalysis.

podau siopaang
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Directors’ report
Our Board

. Our Boord brings a wide range of banking and commercial

: experience fo the Group.
2- Biographical details

The Board Directors serve on o number of committees and information about the Audit, Remuneration and Nominations Commiltees is
included on poge 19. in addifion, Bradlord & Bingley has other manogement committees thal focus on doy-to-day marters, induding the
£xeculive Committee. This Commitiee generally meets on o weekly basis and is the key coflective decision moking body with regard o the
operational issues within the Group. The members of this Commihiee are the Executive Direclors, Steven Crawshaw., Robent Dickie, Chris
Gillespie and Chris Willlord together with Roger Hattam {Managing Director Group Prodict and Marketing! ond Mark Stevens iMonaging
Dirfc;:a Sirgtegy, Communications and HR). Information about the commitiees focused on the complionce and risk areas of our business is
included on page 19. ’ ‘




: 1Rod Kent

;. Chairman

' Rod lage 59} joined the Board in September

: 2002 and become Chairman in November

t 2002. He was Managing Director of Close

: Brothers for 28 years, during which fime he

: led the managemen! buy-outin 1979 ond

: tock the company publicin 1984; he hos been
: a Non-executive Director of Close Brothers

: Group plc for four years and was appoinied

: Choirman in Novernber 2006, He is also

: Chairman of Grosvenor Limited. a Non-

¢ executive Director of Grosvenor Group Limited,
: Whitbread Group plc ond a Trustee of The

i Esmee Fairbairn Foundation. He is Chairman

i of the Nominations Commitiee and a

: member of the Remuneration Commitiee,

: 2 Steven Crowshaw

: Group Chief Execytive

: Steven (oge 45) joined Brodiord & Bingley

: Budlding Soclety from Uoyds TSB in 1999 as

: Flotation Director before be was appointed to

> the Board in Jonuory 2002 toking responsibility
¢ for Group Strategy, HR & (T. He became

* Manoging Director, Lendling in January 2003. He
: wos oppointed Group Chief Executive in March
! 2004, He is Deputy Chairman of the Coundl of
i Mortgoge Lenders. He is a member of the

: Nominations Commiftee.

¢ 3 Chris Willford

: Group Finance Director

: Chris loge 44} was appointed to the Board as
¢ Group Finance Director in Oclober 20035, He

: previously held senior finonce roles at Abbey,
! Barcloys Bank ond British Airways. He is

i responsible for the finance, complionce, risk,
: audit, lego! ond company secretariol

: functions. From Jonuary 2007 os port of o

: lorger change to operating responsibiliies, he
: ossumed responsibility for reasury and

: wholesole banking.

4 Robert Dickie

ions Director

. Group

: Robert iage 47) joined Brodford & Bingley in

! Jonuary 2003 and was appomted to the Boardin
! dugust 2000. He joined from Zurich Flnondial

i Senvices Group (LK) Lid where he was Managing
| Direcior, UK Enterprise. Prior 10 this, Roberf held o
: variely of senicr positions af National Australio

 Bank which he joined from Clydesdale Bank. He
: s responsible for the information technology.

5 Chris Gillespie

Group Sales Director

Chis {oge 43) joined Bradford & Bin%!ey in
March 2005 and wos appointed fa the Board in
Seplember 2005 as Group Lending Director to
take responsibility for the lending activities in
the residentiol and commerciot property
sectors and the treasury function. He previously
held senior positions al Bordloys Bank and HFC,
From Januagry 2007, os part of a lorger change
lo operating responsibilities, he becorne Group
Sabes Director and all the distribution chonnels
inctuding branches, bronch ogendes,
intermediaries, telephony and gnline were
added to his portiolio. Responsibility for
treasury functions passed to Chris Willlord,

6 Nicholas Cosh

Non-executive Director

Nicholas lage 60 joined the Board of Bradford
& Bingley Building Society in July 1999 and the
plc Board in April 2000. He is o chartered
accountont and was tormerly Group Finance
Director of o number of companies including
JiIB Group plc, MAI pic ond Charterhouse
Japhet plc. He is Chairman of Kiln plc ond @
Non-executive Director of ICAP plc and
Hornby plc. He is a member of the Audit
Committee and the Nominalions Committee.

Georga loge 66} joined the Board of Bradford &
Bi Building Society in March 2000 and the
plc in April 2000, He is Chairman of the
Design Council. o member of the Supervisory
Boord of Furonext NV end a Director of Short
Beothers plc. Former appointments include
Director General of the Institute of Directors,
Chairman and Managing Director of Unisys Lid,
Chief Executive of P-E International plc, Non-
executive Director of the London International
Finoncial Futures Exchange (LIFFE) and
Monaging Director of Butler Cox pic. He
received a knighthood in the Gueen's birthday
honours list in June 2005. He is Chalrman of
the Remuneralion Committes, o member of
the Nominations Commitiee ond the
recognised Senior Independent Director.
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8 Stephen Webster

Non-executive Director

Stephen loge 54) joined the Board in May
2003. He is Group Finonce Director of Wolseley
plc, the building materlals distribution
company. He is a chartered occountont and
was formerly g Partmer ot Price Waterhouse.
He Is Chairman of the Audit Committee ond o
member of the Nemingtions Committee.

9 lan Cheshire

Non-executive Director

lan {oge 47! joined the Board in August 2003.
He is Chief Executive of B&Q, parl of the
Kingfisher pic group. He has been an Executive
Director of Kingfisher plc since June 2000 and
prior fo his appoiniment o) B&Q was Chiet
Executive, International and Devefopment.
Since joining Kingfisher in 1998, he has been
Group Director of Strotegy & Development ond
from Moy 2000 Chief Executive of e-Kingfisher.
Belore joining Kingfisher he worked for Boston
Consulting Group, Guinness pic and o number
of retail businesses i ing Seors. He was
previously a Non-executive Director of Hit
Entertainment. He is  member of the Audil
Committes, the Remuneration Committee ond
the Nominations Committee.

10 Louise Patten

Non-executiva Director

touise [oge 53] joined the Board in December
2003. She is currently Non-executive Chairman
of Brixton plc ond o Non-executive Direcior of
Morks ond Spencer Group plc as well as
senior aadviser 1o Bain & Co. She began her
career ot Citibank and remained in linanciol
services until 1993, when she joined the
managemenl consulfancy, Bain & Co, 050
Partner. Her previous experience os a Non-
executive Director includes the Hilton Group,
Greot Universal Stores and Somerfield. She is
a member of the Remuneration Commitiee
and Nominalions Committee.
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Governance

Corporafe governance report continued

: governance and other duties as required

: under the Finoncial Services and Markets Act
! 2000 ond applicable regulations made under
* i1. During 2006 the Commitiee led a

! regssessment of the provision of external

: gudit services, Following o rigorous review

: of the services undertaken ond a full tender

: process, the Board agreed the Committee’s

: recommendotion that KPMG should be

: re-appointed as the external guditor, The

: Committee reviewed iis ferms of reference

¢ ond concluded that these were appropriate

¢ inresped of the dulies undertaken. During

: the year the Commiltee reviewed its

: effectiveness and made a number of

: operational and process improvements,

! The Audit Commitiee also considered the

* posilion of the audilors including ony risk of

: conflict of inferest. The Group recognises the
: importance of internal and externa! auditor

¢ independence and has cdopted principles to
: sofeguard this, as follows:

+ the Group will continue to use the external

ouditers lor non-audit work, where
appropriate;

i » the Group recognises the need for

transparency oround the services being
provided and for o centrol independent
overview. This is provided by the Audit
Committee which monitors oudit and
non-oudi fees poid; ond

» there is an appropriate approval process

for non-qudit work to ensure the ouditors’
independence Is not compromised.

: The members of the Commitiee are Stephen
. Webster [Chairman), tan Cheshire and

i Nicholas Cosh. The Board is satisfied thot

! Mr Webster luffils the Code requirement that
: atleost one member of the Commitiee hos

: recent ond relevon) financiol experience.

! The Remunerolion Committee, during the year,
¢ raviewed the remuneralion policy for the

! Group averall, and the salary, bonus and

! benefits arvangemends for the Executive

! Directors and other members of the senior

: manogement team. Following ¢chonges to the

: Combined Code, it was ogreed thot Rod Kenl

¢ would become o member of the Committee

: with effect from Januory 2007. The Commiltee
: alsoreviewed the grants ond awords of

: schemes established by the Company.

The members of the Commiftee ore George
Cox {Chairman), Rod Ken, Ign Cheshire ond
Louise Patten.

FOF, Hyr et O T I i o

The Nominations Commiitee reviewed the
composition of the Board, The Commitiec
recommended Directors for re-appointment
al the AGM and no Director ook part in the
discussions relating 1o their own re-
appointment. The members of the Commitiee
are Rod Kent |Chairman), an Cheshire,
Nicholas Cash, George Cox, Lovise Patten,
Stephen Webster and Steven Crawshaw .

Shareholder relations

The Company is commitied to ongoing,
transparent communication across the
shareholder base, including institutional, private
or employee shareholders. The Summary
fnandal Statement, which details key focts
about tha Group’s performance, is distribuled to
those private shareholders who have requested
1, All Annual Reports and AGM documents,
onnouncements, preseniations and press
releases are available on our www.bbg.co.uk
website, The Company engoges in wo-way
communication with institutional shareholders,
fund manogers and analysts to discuss publicly
avaitable intormation on ils strategy,
performance and policies. The Board receives

feedbock on these communications from the
Directors attending ihe meeting, and is also
regularly apprised of comments from
institutional shareholders and anolysts so

that oll Direclors can develop a balanced
understanding of the issues and concermns

of sharcholders. The Choirman and Senior
independent Director are avaiable fo meet
shareholders on requess and will ensure that
the Board is oware of any shareholder concerns
not resolved through the usual irvestor
communications routes. At each AGM there

is ¢ review of the Group's performance and the
Boord welcomes the opportunily to gather views
and toke questions from shareholders.

In connection with the AGM, the Compony
discloses the bevel of proxty voling {induding

for, ogainst and votes withheld), proposes
sepgrate resolutions ond has a policy that the
committee chairmen should atfend the
Meeting. In addition, the Natice of the AGM
and ony related popers are sent out to arrive

al least 20 business doys before the Meeting
to ensure thal shoreholders have sufficient
time in which (o consider the items of business.

Internal control

The Boord is responsible tor the Group's
system of internal control. It seeks regulor
assurance fo salisfy itself thal the sysiem is
functioning effectively in managing risks in the

Boourd Meeting and Committee attendance 2004

The table below shows the atiendance by Birectors at the Board Meetings and ai the principal
commiftees of which they were members during the year. Director absences were the result of
unavoidable diory dashes and. in oll coses, were ogreed with the Chairman in advance.

( Board [roan] 7
[Cammittee] [Gommittee]
RodKent] 99 - - 22
StevenlGrowshawj 9/9 - - 2/2
llan'Gheshire] 819 6/6 22 2/2
[NicholaslGosh] 9/9 5/6 - 272
G eorgeGox] 7/9 - Y743 272
9/9 - - -
ChrisiGillespie] 9/9 - . .
[LouiselPatten] 9/9 - 2/2 2
stepheniwebster 8/9 8/6 - 22
[Chrisiwilttord] 9/9 . . .
.~




: manner which it has opproved. Such a system
: ¢on only provide reasonable and not absolute
! assuronce ogainst material misstatement or

: loss, os it is designed fo manoge rather than

: eliminate the risk of failure to achieve

: businass objectives.

¢ Throughout the year ended 31 December 2006
i the Group hos operated a system of internal

: conlral, which includes an angoing risk

{ manogement process lor identifying, evaluating
: ond managing the significant risks faced by the
: Group. During the yeor the Board has confinued
! to review the effediveness of the Group's

¢ system of finoncial and non-finandal controls,

! inchuding operational and compliance controls,

i risk managemen! and the Group's highest level
! internal control armongements.

: In addition, os por of the process of preporing
: this stalement, the Board hos alse performed
: its annual assessment of the effectiveness of
: internal controls, No significant weaknesses

: or fallings in the system of internal controls

: were identified in this annual assessmeny.

: Manegement does however confinually 1ake
i actions to improve infernal controls, either as
: aresull of its own inifiatives or in response fo
: reports from Internal Audit and by other

: oversight review functions.

: Changes in finandal regulation continue

: within the indusiry, ond the Group's risk

; manogemen processes are kep! under

: regular review to ensure that the Group

¢ responds oppropriately both tg acilual and
: proposed regulatery chonges.,

! Tha Greup's management operale a risk

! management process, producing a Group-

: wide risk profile that identifies the Group’s

: significont risks, the probability of thase risks
i peeurring and their impocl should they occur.,
: and has the prime responsibility {or the design
: and operation of suilable conirols and

: mitiggting octions. The risk management

¢ process is complemented by a formalised

: reporting and escatation process for control
1 issues. Infernal audit has o key rolein

: maintaining the control environment by

1 providing independent assurance on

. the effectiveness of the Group's intemal

: control systemns. The GRC oversees the risk

¢ management process, considers the Group-
: wide risk profile regularly and receives

: monlioring reports fo update it on progress.

ey mam
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The Group Is commitied to developing ond
maintaining an appropricte risk management
framework ond culture with the aim of
conlinying to ensure thot monagement
undersiand the key risks that the business
faces. This Is achieved through an
orgonisational structure with clear reporting
lines and governed by appropriale business
monitoring mechanisms, codes of conduct
and policy statements.

The system of internal control has been in plce
throughoiut 2006 and up to the date of opproval
of the Annual Repon & Accounts. I occords with
the guidance from the Tumbull Committea.

in reviewing the effectiveness of this sysiem, the
Board lakes into accoun) the work of the Audit
Commitiee, which receives reports from the
GRC on the Group’s significant risks ond how
these are being monaged. The Board olso
considers reports from internol audit, extemal
oudil, compliance and monoagement on the -
systern of internal control, adherence fo
reguiatory requirements and material control
wecknesses, if any, together with actions loken
to oddress them. The Chairman of the Audit
Committee reports on the ouicome of each
meeling fo the Boord, where appropriate,

and the Board also receives minutes of these
Comrmiltee meefings.

Going concern

The Directors confirm that they ore satisfied
thot the Company has sulficien! resources
to continue in operation for the foreseeable
future. Accordingly, they continue fo adopl
the going concern basis in preparing the
Financlal Statements.
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i 1To lounch further product initiatives with o emvironmentally friendly transport
SR elemen {Achieved}
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Governance
Corporate social responsibility

: Bradford & Bingley hos continued jo develop Our CSR report, which is published separately,  Buy-lo-let

: its Corporate Sociol Responsibility [CSR) was ogaln independently verified by We are the market leaders in buy-to-et,

! programme during 2006. In response to the Buregou Veritos. eccounting for around 20% of the markel. Al

! Stern Review on the Economics of Climate of our buy-to-let products offer flexible payment
: Change published in October 2006, which Bradford & Bingley fs o national member of features as on integral part of the morgage

¢ states the benefils of strong early action on Business in the Community and the London which enable people 1o overpay or underpay

! dimate change, we become o CorbonNeul®  Benchmarking Group. their mortgage or even toke a payment holiday.
: company on 1 January 2007, oftsefting ofl our This is part of our commitment to understanding
: Carbon Dioxide {'COy) emissions. Bradford & Bingley continues to be amember  gur customers’ needs and responding to

of the FTSE4Good Index of soclally responsible  changing lifestyles and employment pottems.

Broadford & Bingley has also reduced its CO, companies, and in 2006 we were proud fo be
! emissions by 70% by switching to a renewable  nomed os one of the top 100 Companies That ~ When locking at our purpose of building a

: energy electricity contract. Coun? by the Sunday Times where we were better future, we can see thot buy-lo-et hos
: ranked 52nd in the UK in the Business in the increased the availability of rental housin

: We achieved our 2006 targets and have set Community Corporate Responsibliity Index, stock in the UK, making it easier for people

i challenging largets for 2007. rising from 57th in 2005. to find affordoble decent housing. Bradford

& Bingley's product range has been at the

} Brodford & Bingley belleves in plating CSR at Bradford & Bingley was ogoin awarded two forefront of buy-to-let and we intend to keep

: the heart of its business octivities. We aim to “Big Ticks” in Ihe Business in the Community our markel leading posltion.

! conduct our business in a socially responsible Awords for Excellence for our work with

: manner in respect of the envionment, stoff, Shelter ond Business Adion on Self-cert

¢ customers. shareholders and local Homelessness. Our self-cert product range aims fo help

: communilies. customers who are {inding their employment
: Mark Stevens, Managing Director, Strategy. patterns becoming increasingty more diverse
! We continue to structure our CSR reporling Communications and HR, continues as ond theretore da not fit the requirements of

! along the FORGE fromework for CSR the executive responsible for the Group’s most mainstream high street lenders.

! Managemenl and Reporting for the Financiol  CSR programme.

1 Services Sector. We report agoinst the four Self-employed customers moke up almost

: major themes identified by FORGE as being Doing the right thing in the marketplace 10% of the working population [source: Office
: those most relevant to finoncial services Lending of Natlonal Stotistics} and multiple jobs or

: orgonisations — Marketplace, Workploce, Brodford & Bingley's residentiol lending income sources and seasonol or short ferm
: Commwnity and Environment, The FORGE octivity focuses on g ronge of niche areas contracls are common. Part-time working

¢ Groupis a consortium of financial instilutions  providing mortgages for individuols who need  now accounis for 25% of the 1otal lobour force
: ond involves the British Bankers’ Association 0 more specialis! product than those ovallable  (source: Lobour Force Survey).

¢ and the Association of British Insurers. in the malnstream morigage marked, The wo

: {reference - www.abi.org.uk/forge) main products are buy-to-let and self-cent. 1t is these customers that our self-cent product

: range is desigried to help. With Ihe valuable
underwriting experience that we have ?olned
in specialist lending markets we are able to

P work with our customers to decide how much

(2006 Goais 2007 Targets "} they con ofiord to borrow.

i | To develop ond set largets for the KP1s of To lead a successful “Seeing Is Belleving™ visit in addition 1o these specialist loans, Bradford

; |our CSR programme |Achieved| to Brodford & Bingley also hos a portfolio of raditionat

: |To support the social and economic To incorparate finandol literacy into our residential mortgages, which are secured on

: regzercnon of West Yorkshire (Ongoing communily investment schemes UK residentiol property and are sold through

! | ochievement) ) our branch network.

To Increcse the number of stot usn’-?I
schemes

Fonfurthenintormation on oo,
Ii'n% g Products sas :: ':;

To reduce the carbon footprint of the business e also provide commercial property loans 1o

 {To continue toincrease staH involvement in

: - To aclive teedback on our CSR corporate customers, These loans are secured
o CSR programme {Achieved) progrum%?a ee ur on income-producing property or pre-let

¢ | To continue to support Shelter s freephone development schemes and 1o housing

: | housing advice line, increasing the number assoclations to purchase and renovate

ei calls to the hetpline (Achieved) , housing stock.
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: We provide ioans to over 110 housing
: associations financing almest 100,000 social
i rented homes throughout the UK.

: Savings

* Bradford & Bingley's branch and third porty

: network offers o compelitive ronge of deposit

: bosed savings ond investrent products, backed
i up by online, pos! and telephone accounts.

¢ In 2006, we parinered with the World Wildlile

i fund for Noture (WWF} for our childrens savings
* agcounts. Entied “Sove with the account that

! really saves’ we featured the WWF logo ond

! compaign material in our window disploys and
: inbronch, as well as providing WWF educational
. mgterial o schoals. For every new accoun)

: opened, £ 1 waos donated to WWF and the

! customer recelved a WWF fun padk.

: We supported the account octivity by sefing pin
i badges at the counter and also paﬁicnpmed in
i WWF's national fundraising compa :go n. Walk for
: Wildlife, byo anising our own Bra

! Bingley Walk for Wildlife ot Flamingo Lund

i Animal Park, North Yorkshire, 5o tor, WWF hos
¢ recetved £28,000 from this compaign.

As well o5 selling morigages ond growing
savings bolances, the branch network also
moinicins ond deepens relationships with our
customners. To achieve this, Bradford & Bingley
offers a wide cholce of highly compelitive
products from a range of providers induding
general insyrance, weolth ond personol loan
products, which ore provided by third porties.

Ouring 2006, Brodford & Bingley made a
conscious decision 1o bring its increasing
environmental agenda into the customer
areng. We decided to launch a trec dedicalion
product for cur motor, travel and home
insuronce portfolio, Whilst not making the
products completely CarbonNeulrak®, each
tree dedication would offset 0.8 tonnes of CO,
and by working with the Carbon Neutral
Compony we gave cur customers the chance
to dedicate the free and find out more about
becoming CorbonNeutrol® themselves.
30,000 trees were plonted ocross the UK os a
result of this compaign.

Investment guidelines

we primorily lend to individuals rather than
businesses and so we do not incorporate
ethical or environmental criteria over and
above legal requirements, for exomple, not
lending to bankrupts or not lending on
properties withou! plonning permission or
dear legol title.

However, we do seek 1o be a responsible lender
and ensure our credit checking identifies
indviduats who have the ability to repay the
loans and not get inte repayment difficulties. Also
our morgage products do not offer loon values
based on unreasonable muttiples of salary.

Doing the right thing in the workplace
Bradford & Bingley's employment practices
continue to reflec the humaon rights standards
enshrined in the United Nations Universal
Declaration of Human Rights and the
Internationat Labour Qrganisation
Conventions, and cover such items as
inimurm working oge, working hours, health
and safety and discrimingtion.

2006 has seen extra investment in trgining
and developmen! across Bradford & Bingley.
tn Novermnber 2006 we lounched the Bradford
& Bingley Academy, an in-house fraining
facility 1o proactively work with people in both
career and personal development. A new
Developmen! Manoger was recruited and

Sottom right:
Dr Mohommed Al [OBE), Chief Executive of QED, of the
Housa of Lords reception.

eorly in 2007 we will be recruiting @ new
Learning Manager lo manage the external
programmes we use such as the Young
Enterprise Scheme,

A new performance management process
has been lounched ond the use of personal
development plans will help 1o identify the
right peopie to attend courses of the Acodemy.

Our workforce should reflect the communities
in which we live ond work, and our
employment practices help us to deliver on
this goal. We promote diversity and equality
across all aspects of working life and we
believe it is important to share best practice
and success. We provide the opportunity for
all staff to develop their skills ond kn

and 1o enjoy lulfiling careers. Bradiord &
Bingley is o member of Employer's Ferum on
Disahility and the Employers’ Forum on Age.
These arganisotions amongst others look at
woys lo promote aworeness of disobility, age,
race and gender within the workplace.

Bradiord & Bingley recognises that g diverse
workforce gives the company o wider range
of experiences and hetps us 1o respond

better 1o the needs of our customer base.

We therefore 1oke our commitment to diversity
seriously ond hove o named Boord Direclor,
Robert Dickie, responsible for diversity issues
and reporting.
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Corporate social responsibility continued

: Women occupy 47% of manogement roles
: {2005: 45%} and 35% of senior monagement
. roles (2005: 24%) within the Group.

: Ethnic minorities occupy 5% of management
: roles {2005: 5%) and 6% of senior

: management roles (2005: 6%). 10% of the

: tolol workforce are from ethnic minorities,

: afigure that is representative of the UK

1 workforce as 0 whole {2005:10%).

. Brodford & Bingley's main partner in

i incorporating diversity ocross the business

i is Quest for Economic Development ['QED')

: which is a Bradford based organisotion set up
: 1o support the South Asion community within

' Ihe UK. However, since iis inception in 1990

: QED hos itself diversified to work with many

¢ FTSE 100 companies and Government

; depariments to promote the benefils of

: diversity within the workplace, )

: We ore also concerned about the health

: and wellbeing of our employees, recognising
: that this is vital 1o our business. We have

: comprehensive policies agreed with the

: recognised staff union {UBAC’] on Flexdble

: Working ond Foir Treatment at Work. We

: conlinue to offer the confidential counseling

: service, provided free of charge fo employees
1 and their fomilies, to enable discussion of any
: issue affecting thelr fives ol work or at home.

: Our Flexible Working Policy is ovailable to ol

. staff, not just those with children under six or

: disabled children under eighteen, which is the

: legal requirement, For Bradford & Bingley,

! flexible working incorporates o wide variety

! of working practices and can be any working -
: patiern other than the norma! working pottern.

: The laws on Age Discrimination changed

: on 1 October 2006 and during the yedr we

: carried out o Group wide training programme

! to educate statf about the new legisiation.

: Teoms from our Human Resources departrment
: briefed all senior manogers directly.

: We have reviewed our recruitment
: procedures lo ensure tho! age is not o criterio
* and to ensure thot job cdvertisements, job
: descriptions and interview questions are slill
: relevant, The standard retiremeni age
: remains at 65 for Brodford & Bingley
. i employees but we will consider requests
: trom staft 10 work beyond that oge.

" Bradford & Bingley was awarded the “Two Ticks”

symbol by the Employment Service in June 1995,
This publicises our commifment to people with
disabilifies. Using the “Two Ticks™ symbol means
we ore working towards the guidelines in the
Employment Service Code of Good Practice on
the Employment of Disabled People.

The symbol s used in our job advertisements
and on our job application form fo make it
cleor to polential applicants with a disability
that we welcome their application on the
basis of their abllitles and we will interview
all applicants with a disability who meel the
rminimum criteria for the role.

We carry out stoff surveys on an annual basis
and the staff survey carried oul in September
2005 showed that whilst staff were very
satisfied with the co-operation and
understanding within their immediate teams
there was less safisfaction when asked how
they felt other departments worked with them.

" In order to address this we have worked hard

on o Culture & Values programme which
launched in May 2006.

In December we ron the stoff survey again

but in cddition to reporiing on the Group level
results we have faken care to inchude feedbock
to managers on thelr own teams os well.

We continue to encouroge employees lo
benefil from the Group's success through
share schemes. Currently, 35% of employees
hold of least one Sharesave account (2005:
39%), enabling them to save fo buy Bradiord
& Bingley shares.

We review our Health 8 Safety Policy Staternent
annually at Board level and the latest update
was in May 2006. A full copywasissuedio -
every branch and department. In support of
these objectives Bradford & Bingley recognises
that ofl staff must participate in achleving a
pasilive health and sofety cullure, and as such
has dearly identified duties and responsibilities
gcress the Group.

Roben Dickie, Group Operations Direclor,
is the nominated member of the Boord of
Directors responsible for Health & Safety and
chairs the Group Health & Sofety Committee.

e
Staff survey results cre aggregated

to provide the overall satistaclion score

presented on page 11. Some of the

individuat survey questions, and the results

in the lotest survey are set out below.

O sionglyegree (D Disogree

Orgree (O strongly disogree
Q. At Bradford & Bingley there is an '
atmosphere of trust
10%
C 260%
(77 7 6%
a%
Q. Morale Is high ot Bradford & Bingley
& %
C )51%
C D3
5%

Q. I'm proud 10 work for Bradford & Bingley
IR 23%

C 68%)
{ Y 10%
1%
Q. in the past year, Brodford & Bingley has
changed for the better
S :1%
C )60%
C 70 %

3%
Q. Bradford & Bingley is o good place to work
G 9%

C
D wo%
1%

0%

Q. | would recommend working ot
Brodiord & Bingley to a friend

Sy

C

C ) 7%
a%

J61%

. )




! In gdditian, Bradford & Bingley operctes

: odedicated Health & Satety Advice Line for
: any member of staff 1o reques! information
: or advice from the Health & Safety Team.

. Thisis accessible by telephone, fax or email,

i One of the most significant risks ossociated
} with the Group's operations, is the sofety

i and healih risks associated with bonk raids.
¢ Thankiully these evenls are rare and have

: sigrificantly decreased in recent yaars. [n

: 1998 Bradford & Bingley suffered 38 raids

: and in 2006 we suffered only & (2003: 3.

: One of the moin reasons for this decease is the
: Group’s ongoing work on improving ils security

¢ measures. The Group is a member of the Roid-
* control Trusl, a arime reduction initiotive that aims
: to ruise security stondards in refail premises

 thereby reducing the potential for robbery and

: creating safer working environments,

: One of the challenges in operating o

: nationot branch network is ensuring thal

: health ond safety is monoged consistently

i ocross all of our bronches. This is further

: complicated by the fact thot the local authotity
* tor each branch is the “enforcing authority” for
* health and safety legislotion rather than any

¢ nationol orgonisation,

! In recognition of this, the Group signed a Lead
i Authority Partnership with Bradtord Distric)

: Councilin September 2006. The Lead

¢ Authority Parmership Scheme (LAPS] sets

i out o raise the standard of health and safety

: management in a business by porinering with
i one Jocal authority.

Doing the right thing in the community
During 2006, Bredford & Bingley grew ifs
community programme by 27% to £1,687.011
{2005: £1,320,612) os we continued our
invesiment info the communities in which

wae iive and work, This is the sixth consecutive
year we hove invested over £1 milion ond
the first time we have invested in excess of
£1.5 million.

We believe it is important 1o have a
community programme that is relevont 1o
Bradferd & Bingley as o business and 50 we
confinye to have “preventing and allevialing
the causes of homelessnass” as our main
corporate areo of support. However, in 2007
we shall be expanding our corporate aims lo
include financiol literacy os a secondory
corporate areo of suppori.

Bradiord & Bingley olso inves!s heowvily in the
West Yorkshire region, specifically In Bradford
ond the Aire Valley where its Heod CHfice

is bosed. We support a wider range of
community projeds in West Yorkshire,
Including o number of grass rools and
community sports projects run by the

major professional sports clubs in the area.

Supponing our staif is also Important to

us and so we have two schemes that are
avaitable to our staff across the couniry to
support their cheice of charities - maiched
fundroising and matched payroll giving.

Preventing and alleviating the couses

of homelessness

2006 was our lenth anniversary of working
wilh Shefler, the UK's nationa! compaigning
charily for homeless and badly housed
people. Brodford & Bingley supporis Shelter's
freephone housing advice line which is
integral 1o thefr aim of providing the most
eftective ond eficient solutions possible for
homeless and badly housed people.

Bradford & Bingley is @ notional member of
Business Action on Homelessness (BAOH).
This is 0 unique partnership between leading
businesses, homelessness ogencies and the
Government which gims to breok the vicious
cycle of no job, no home, through helping
homeless pecple 1o find employment and
achieve independent Iving. Steven
Crowshaw, Bradford & Bingley's Group Chief
Executive, sits on the BADH exacutive forum.

Bradtord & Bingley Annucl repor: & occounts 7006 31

Top left:
Lelt to right Richard Wixey Brodiord Councill, Yvonne
Fairtax [Brodtord Councill, John Homilion 1Brodiord &
Bingley) and Robert Dickie (Brodford & Bingley) sign the
Lead Authorlty Partnetship ogreement.

Top right:

Adam Sompson, Chiel Exacutive, Shelter and Sieven
Crtrarshaw, Group Chiel Executive, Brodlord & Bingley
at the Shelter House of Lords recephion.

Employee involvement and support of
charities across West Yorkshire

Each year siaff in our head office buildings in
Bingley ond Crosstlatis vote on a stoff charity
to support for the yeor. For 2006, Mancrlands
Hospice, a Sue Ryder Care home in Keighley
was chosen and stoff raised £11,500.

The Community Action Team, staff volunteers
from across all functions of the business and
o representotive from the Community Alfairs
team has used tunds to specifically suppon
local commwunities . They meet menthly 1o
consider reguests from local charities and
comeunity groups and make small granis of
obout £690 on overage. During 2006, 36
charities received funding in the Bingley area.

Brodford & Bingley continues to support
employee Involvemenl in particidor through
sypporting their fundraising octivitles,

All employees are oble to apply for funds to
motch their pwn fundraising efforts for charity
in a scheme which matches the first £250 of
funds ralsed per employee. During the year
106 employees received matching {2005: 835),
totafling £23,084 {2005; £19,151). This has
been driven by increased internal promotional
activities, including presentations to afl the
Group’s bronch menogers.

Bradford & Bingley also matches employee
donations through the payroli-giving
progromme, Give As You Earn and 8.5%

of our workforce donate vio this scheme
{2005: 9.6%). We have seen average monthly
amounts donated rise o £23.84 {2005
£21.20) whilst os o Group, Bradiord & Bingley
matched £78,675 of employee donations
12005: £74,268).
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Corporate social responsibility continued

: Doing the right thing in the environment
: Brodlord & Bingley has been committed to

: reducing its environmental impadt for a

: number of years and in previous reporls we
! have detailed how eight departmenis across
i the Group have becorne CarbonNeutrol®.

: We continued 1o work with the Corbon

: Neutral Company in 2006 and are proud to
: announce that from 1 Jonvary 2007 the

: whole of the Bradford & Bingley Group

: became CarbonNeutral®.

tn addition to off sefting our carbon eméssions, we
: have also cormmitted to reducing 1otol corbon
emissions across Ihe business and this year we

switched our elediricity contract 1o renewoble
energy, thus reducing ow ongoing carbon
emissions by 70% The renewabie enengy comes
from a mix of wind, solor and biomass sources
ond, although it comes at a cost premium, itis
exemp! from the Climate Chonge Levy thus
making the switch g sensible finandat dedsion
s well as a CSR dedsion.

We continue jo develop our Environmental Key
Performance Indicators and Targets and have
based those indicators on the Reporting
Guidelines for UK Business published by the
Department of Environment, Food & Rural
Affairs {2005).

! Volue of training per staff member  €£1,02)
: Percentage of statf represented by 45%

recognised trade union [UBAC)

Percentoge of stoff porticipoting in 35%

Sharesove scheme

: 2006 2005 2004 2003 2002
i Women loverall 66% 65% 65% 61% 68%
: Women Imonagement) 4% 45% 44% 36% 33%
Ethnlc mincrities 10% 10% 11% 13% 2%
* Volue of training £3.3Im £1.5m £1.6m £7.2m £7.0m

£492 £501 £929 £903
5% 46% 40% 39%

9% 52% 52% 51%

{ Community investment

To demonstrote our commitment to
disciosure of our CSR programme. Bradford
& Bingley publishes feedback from the
Corporate Responsibility Index on our
wwwbbg.co.uk website.

Brodford & Bingley produces a separate
CSR Report which is available on our
website, wwwbbg.co.uk or onrequesi to
csr@bbg.co.uk. Alfernatively, please write
1o CSR Depariment, Brodiord & Bingley,
64 New Street, Biminghaom 82 40U 1o
reques! o printed copy.

This is 0 summary of Ihe full CSR report. For
more delgils, please refer to the full report

which includes o much larger range of key
performance indicators thon is possible 1o

inciude in this summary.

: Percentage score in the Business in the Environment Index 87% 77%

: 2006 2005 2004 2003 2002

i Totol Commwnity Investmen Programme £1,687,011  €1,320612  £129563% £1024077  £1207332

: Total Community investmeni Progromme as o percentage 0.50% 0.43% 0.46% 0.39% 051%

I of pre-tax profi

: Total Community Investrmen! Programme spend per empioyee £512 £433 £406 £132 £156

> Pgsifion in the Business in the Community Corporate 52nd 57th - - -

:  Responsibility Index

: Percentoge score In the Business in the Community Corporate 9% 84% 69% 58% .

:  Responsibility index

: Energy consumption

: 2006 2005 2004 2003 2002

Tonnes CO; generated 46,640 tonnas 9081 tonnes  9,190tonnes 14,021tonnes 13,405 tonnes

| Tonnes CO, generated per employee 2.06tonnes 298tonnes 2B88tonnes  1.§llonnes 173 lonnes

! Waoler usage per employee 12m’ 14m? am om' em’

Posifion In the Business in the Environment index 70th 108th 153rd 120th 169th
62% 61% 34%




: The fellowing report has been preparedin

* accordance with the Directors' Remuneration
¢ Report Regulations 2002 (the A
: mow contained in Schedule 7Ato the

1 Compoemties Act 1985) and approved by the
: Board for agreement with the shareholders.

: The Remunerotion Committee

: The role of the Remunerotion Commitiee

i (the ‘Commiltee’) is to assis! the Board in the

: developmeni and applicotion of remuneration
: policy for the Chairman, the Graup Chief

i Execulive, Execulive Directors and cenain

¢ senior executives. The Committee also reviews
: and approves the overall remuneration policy
: for all stoff. The befel is that neither Directors’
: remyneration nor stoff pay con be considered
: inisolation from ane another.

} The overdll cim of Ihe Committee is to ensure

: that the Group has remuneration policies

: which atfract and relain the right executives

: and stoff, These policies are designed 1o

¢ incentivise them lo deliver strong performonce
: In pursuit of tha Group’s plans and objeclives.
: The Commiltee regulorty reviews arrgngements
: andincentives to ensure that they remain

: effective ond appropriate to the Group's

! drcumsiances and prospects and fo monitor

: thelevel of potential awards.

The terms of reference of the Comimittee are
: ovailable on the www.bbg.couk websiie and
: from the Registered Office on request.

! Committee membership

! The Commiltee is composed entirely of

: independend Non-executive Diredtors, as
: detailed in the tuble below:

i George Cox [Chairman) All year
: 1an Cheshire All year
: lovise Patten All year

* George Coxwos appointed chairman of the

: Commifttee in Novernber 2003. The Chairman,
: Rod Ken, and the Group Chief Executive,

! Steven Crawshaw, are normally invited 1o

: attend Commiltee meelings for thosa ems

: other thon Iheir own arrangements. In addition,
: the General Manoger, Human Resources, is

: olso ovoilable to provide advice.

i As o result of recent changes in the Combined
: Code it has been agreed 1hai Rod Kent will be
: amember of the Committee with effect from

: January 2007

| Governance
Directors’ remuneration report

Farturther intor mahon on
aftendunc o ot meahings soo vage

+ )
Advisers

Towers Perrin provides external odvice lo
the Board and the Cormnmittee on execulive
compensation levels, structure and design,
and olso provides services to the Group on
employee reward, retirement ond
administration. Mercer Human Resource
Consutlting are appoinied os octuaries to the
Company's pension scheme and provide
advice on our pension arrangemenis. Wotson
Wyal Consuitants provide advice fo the
Committea on pensions issues. The Monks
Partnership is the Committee’s appointed
independen adviser ond provides no other
services 1o the Group.

Remuneration palicy

The Commitiee considers total remuneration
lo be the true measure of reward and seeks
to provide median remuneration for on-targel
perlormance, with the potential to ochieve
upper quarlile remuneralion for outstanding
performonce. Total remuneration for
execulives, therefore, is geored heavily
towards performance.

The remuneration pockage comprises two

main compananis:

» fixed pay: base salory ond benefits
including pension; and )

« variable poy: short-term incentives delivered
in the form of cosh ond deferred shares,
and g long-term incentive in the form of
matching shares, delivered through o single
scheme, the Executive Incentive Plon (EIP).
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Overview of remuneration structure

The relative importance of performance and
nen-performance related efements of
remuneration for the purposes of the
Regulations has been determined usi

target levets of shor term cash and deterred
shares and the expecied present value of
moiching shares. The value of pensions has
again been excluded {rom the calculations, os
these values can vary significantly from year
to year and from person to person.

The groph below illustrotes, at targel
performance levels, where motching shares
commence to vest 49% of the tolal remuneration
package is dependent on performance.
Similorly, for maximum performance, the
varicble pay element accounts for threer
quarters of the total packoge.

Going forward, therefore, the main

remunergtion principles ore to:

= provide Execulive Directors and senior
executives with competitive levels of total
remuneration with respect fo comparable
companies in the UK financial services
secior; and

» provide shore-based incentiva plans that
faciifote Executive Directors 1o build a
significand stake in the andkeepa
belance between short and long-term focus.

The following sections of this report oddress the
curent elernents of execytive rermuneration,
execulive benefits including pensions, controcts
and variable pey plans open fo ali employees.

Tokad remunenation is highly performance dependent

TOTAL REMUNERATION

§

Performancs
*Flecsa nole ot ths 5 coioulated Lsing expected volues NOT foce voses
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Directors’ remuneration report continued

: Current elements of
: remuneration

: Bose solary

: Bose solaries for Executive Directors are

I reviewed annually in April when consideration

- of wider remuneration and employment factors
: elsewhere inthe Company is alsa taken info

: account. Base saloryis the only element of pay
: that is pensionable.

; The Executive Incentive Plan

¢ The EIP was introduced with shoreholders’

: approval in 2004 that encompasses both

: annuol and three-year performance.

: The EIP applies to those individuals whose

: personal performance has a significant impaoct
: on the Group's results, namely the Executive

: Directors and certain other senlor executives.

: In 2006 there were 17 panicipants in fotal,

} Short-term performance component
¢ Under the EIP. the short-term component is
: composed of two parts.

3 Under the first part, a performance-related

: reword element with an “on-targel” payout oi

i 30% of base solary and a maximum of 60% of
. base salery can be paid in cash os a result of

. the achlevernent of pre-determined short-

: term performance measures during the year.

3 The second port consists of an equivalent
: amount of deferred shares, which willforma
: stakein the longer-term futyre of the Company.

These shares do not vest for three years ond if
a participant leaves the Company in the interim
they lose their automatic right to the shares.

The performance measures are reviewed
annuglly to ensure they are oppropriate lo the
current market conditions and the Compony's
goals and priorifies. The criteria and
performance levels are set ot the start of each
year. Once sel, they afe nol normally adjusted
during the year and, in foct, no changes were
made over the course of Ihe past financial year.

The measures selected for 2006 wemne

Group underlying profit before tax and o set

of business rekiled personal objectives lor

each exeqytive. Targels were equally weighled
between Group underlying profit before tax and
personal objeciives. The latter embraced both
finoncial and non-lingndal gools.

Performance reloled payments earned for the
past year totalled on averoge 47.5% of annual
salary in cash and 47.5% of annuc! salory in
deferred shares. The value of the deferred
shares element will be disclosed o the time
of vesting in the relevan! report.

in 2006 o modified version of the plan wos
introduced, widening the coverage to Include
a further 20 partidpants. The EIP Il plan’ as it is
known, is based on the same principles as EIP.
albeil that the performonce-related payment
s loweer, with an “on-target” poyout of 20% of
base salary, and a maximum payout of 40%.

Burpose 1
* Positions the role ond the * Individual contribution and
Individual fairly within the sustained volue in the market
market for executive falent
shorhtermiEID) « Provides focus on the defiveryof  # Group performance
the financial targets set out in = Key personal objectives
the annual budgel
« Motivates the achievernand
of strategic onnual
gools/milestones
Deferredland] * Encourages personal « Underlying £PS growth
shareholding on matching shares
*» Reflects susiained delivery of
earnings growth
* Supports long term creation of
shareholder value
* Acts a5 a retention tool

Long-term performance component

If the Company performs strongly during the
three-year delerrol period, participants will be
enlitied to an additional aword of maiching
performance shores. The performance
conditions determining the level of match

lo be applied fo the shares relating to 2006
performance will be os follows:

Compound ungeflylrg EFSgrowth  Share match

<RPl+ 3% po Nothing
=RPI+ 3% po 1 x maich
=RP+ 5% po 2 x maich
= RPI + 8% pa 3 x malch {upper limit)

Matching is calculated on o pro-rola basis
between the above points os the simples!
and faires! method of calculating matching
awaords. EPS growth was chosen as the
performance measure as something for
which the executives con be held accountable
ond which doesn't reflect the vogories of the
marke, though ot course the value of those
shares will be dependent on the share price
at the time,

The maximym number of maiching shares
will be three matching performance shores
for each deferred share.

On change in control of the Company
padiciponts’ deferred shares are released in
full. In oddition, matching performance shares
are also refeased but pro-rated on the basis
of (il the proportion of the performonce period
thot has elopsed: and (i) the extent to which
the Committee considers the performanca
conditions would have been met had the
performance period runits full lerm,

Pensions and other benefits

Following a review of pension provision for
Execulive Directors, Steven Crowshow and
Robert Dickie ogreed to ceasa future pensions
accrual with effect from 5 July 2006.

Up fo this date they had accrued a pension
based on one lortieth of bosic salory over
the pravious twelve months for each yeor of
pensionabla service prior to ) January 2002
fupto 31 July 2003 for Robert Dickiel, and
ona thirtieth thereatter. This hod been

partly provided through the Stal Pension
Scheme, with the batance funded directly
by the employer.
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: A payment of £2.2m hos been mode by

* the Company to the Staff Pension Scheme to

: consolidate thetr full accrued pension benefits
i within the Staff Pension Scheme. A new

: category of deferred member has been

¢ established within the Siaff Pension Scheme

i for Steven Crowshow ond Robert Dickie to

! ensure thot their accrued benefits increase

: each year inline with their basic salaries up

; to retirement or decth. In recognition of the

i value of the benefits being relinquished, they
! now receive o sclory supplement of 30% of

i basic salary. The lump sum life cover levels

i for Steven Crowshow ond Robert Dickie hove
: olso beenincreased by an amount calculated
* a5 being sufficien to reploce the spouses’

: pensions thot have olso been refinguished.

! Chris Gillespie participales in the Compony's

: Defined Contribution pension scheme to which
: the Company coniributes 15% and the

: participant 3% of baskc salary.

¢ Chris Willford does not porticipale in ary of

¢ the Company pension schemes and receives
! a salary supplement of 20% of his basic

: solary instead.

: Both of the Company’s pension schemes

: provide 0 lump sum deathrin-service benefit

¢ of the higher of four times basic salary or four

: fimes earnings in the previous tax year, fogether
: with spouses’ or dependanis’ pensions, Sieven

* Crowshaw has additional four times cover, and

¢ Robert Dickie hos an extra bwo and a half times

: cover to replace spouses’ pensions.

¢ Inline with 1ypical morket practice, execulive
: benefits are provided in the form of a

* company coar {or cash aflowance), housin

; allowance, private medical insurance an

: permanen disobility and accident insuronce.

: Contracts

* Group policy is 1o employ Executive Directors

* on one-year rolling contracis {that expire af

: their respective normal refirernent ages)

i aithough, on recruiiment, longer initial lerms

: moy be approved by the Remuneration

! Committee covering a iransition period. The

! prirciple applied on termination is tha! all lega!
: and confractudl arrangements are met, with

¢ no additional payments. Executive Direclors

: receive @ maximum of 12 months’ basic salary
: and ofher contractual benefits in the event of

: the Company terminating their contract

* without notice tor any reason other than gross

misconduct {when there will be no
compensation). There are no special provisions
relating to termination of employment
following o change in control of the Group.

Employee share plan

The Comparty continues io encourcge wider
share ownership through the use of o sovings
refated share purchase scheme in which
epproximately 35% of its employees lincluding
Executive Directors) were participants.

Chairman ond Non-executive Directors” fees
Fee levels for the Chairmon are determined by
Ihe Remuneration Committea with reference
lo a similar peer group used for Executive
Directors and other senior executives.
Consislent with current best practice, the
Chairman is no! ¢ligible to parlicipate in any
form of performonce-reloted incentive plon.

Fee levels for the Non-executive Directors are
determined by a committee, the cumment
membership being the Chalrman, the Group
Chief Executive and the Group Finance
Cirector. Towers Perrin provides independent
advice on best proctice ond marke! fee levels,
toking into account the responsibililies and
time commitment of each Non-executive
Director. Fee levels were reviewed in 2006

and increased with effect from 1 January 2007.

The Non-executive Directors do not participate in
any incentive arrangements ond none of them
hos o service controct. Eoch recefves a letler of
engogement indicating that their initial term of
appointment will be three years. Non-executive
Directors do nol receive any other benefits.

Non-axecutive directorships

Executive Directors who hold non-executive
directorships in other companies are permitied
1o retain their earnings from these posts.

Currently none of the Company's Executive
Directors hold poid non-executive
appointments elsewhere.

Bradford & Bingley is currently o constituent
member of the FTSE 100 index_ The graph
below theretore shows Bradford & Bingley's
Total shareholder return { TSR’} compaored with
the companies comprising the FTSE 100 Index
for the past tive years.

Compliance

This report sels out the tromework of our
remuneration policles ond the tables show
how this framework is applied to each
individual Director in the year under review.
The tables on pages 36 1o 38 have been
oudited in complionce with the Regulations.

Historical TSR porformance growth in the value of o hypothaticol €100 holding
over the period 31 Dacomber 2001 — 2006 FTSE 100 comparison based on spot velues
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: Directors’ axecutive incentive plon

Defermd Porformonce
shores Award Performance conditions Market
At31Dec  gwordedin 31 Dec volua {p) perid  Vesing  formatching  priceon Dot of
: 2005 yeor Vested topsed 2006 pershom ends dote shores  westing ip) vesting
: Steven Crowshaw 54,752 - - - 54752 32300 Dec-07 Mar-08 EPSgrowth . -
: 61338 - - 61,338 47075 Dec-08 Feb-0% EPSgrowth . -
: Robert Dickie 31,02 - - - 31,026 32300 Dec07 Mar08 EPSgrowth - .
: 23,791 - - 23,791 47075 Dec-08 Feb 09 EPSgrowth - -
; Chris Gillespia 0 24783 - - 24783 47075 Dec-08 Feb-09 EPSgrowth - .
gcmiswunosd 0 32926 . - 32926 47075 Dec-08 Feb-09 EPSgrowih -

. Notes
: DeieﬂedmmmmlhemddIhulhmayenrperiod.Moir.h’mshu'esmbeoddedsuhjecnotheodievememniEPsgzmhaquwu!ennoRPlpbsa-BiThennximum
: moiching shore mulfipla will be three times the defetred omoun) of shares. For 0 descripfion see the Directors’ Remunenotion Reporl on page 34,

! Directors’ performanca share plkan awards

Aword Performance Morkel
Ar3)1Dec  Aworded A3 Dac vaiue ip) peicd  Vesing  Periomance priceon Dote of
: 2005  nyeor  Vesied  lopsed 2006 peorshare ends dote condiions  vesting Ipi vesting
\@ | Steven Crawshaw
12 81,656 - 40,501 41,)55 0 281467 Dec05 Feb-06 Standord 46807 &-Mar-06
HE 81,655 - 16,331 65324 0 23167 Dec05 Feb06 Stretch  468.07 6-Mar-06
£l 3 84,990 - - - 84,990 30592 Dec06 Feb-07  Standord
7 § 84,989 - - - 84989 30592 Dec06 Feb-07 Strefch
 Robert Dickie
E 81,656 - 40,501 41,155 0 28167 Dec05 Feb-06 Stondord 46807 6-Mar-06
81,655 - 16,331 65324 0 28167 Dec05 Feb-06 Stretch 48807 &-Mar-06
80.504 . - - 80,904 30592 Dec-06 Feb07  Stondard
: : 80.903 . - - 80,903 30592 Dec-06_ Feb07 Stretch
¥ . Noles

* Performance Share Plan awards ore subject [ the achievernent of o performance aiterion which measures the Company’s TSR ogainst o peer group of comparnied. Awards in

H respeclo!?OO.‘!hodaper:emagcwsﬁngufd?.b"bmlhas!tmdwdperiormunwrionnﬂznoﬁu\dcrﬂuw&m.mWWupmbdbrhmmxm
' nndamduﬂmzmlPedmmoSMthnutbdm!lDeca-nba'zoms.Fdldmu!sccnccuiqmmm»wmo&uﬁmhzm7wﬂb¢mldmdhh

: Anrupl Report & Accounts for 2007, No Performance Share Plan awards have been made since 2004.

53

e

: On 31 December 2006 the closing mid market price of ordinary shores in Brodford & Bingley pic was 470.25p and the ronge during the year 10 31
December 2006 was 400.25p 10 536.00p.

s % bR

mpPegEye

. Approved by the Board on 12 February 2007 and signed on its behalf by:

; George Cox
: Chairman of the Remuneration Commitlee




: Statement of Directors’ Responsibilities in

: respect of the Annual Report & Accounts

: and the Financial Statements

: The Direclors are responsible for preparing the

: Annual Report & Accounts and the Group and

: pareni Company Anancal Statements in

! gccordance with applicoble low and regulations.

: Company law requires the Direclors fo

: prepare Group and Cormpany Financial

: Siotements for each finonciol year, Under thot
: law they are required 1o prepare the Group

: Financial Statements Inoccordance with IFRS
: as adopted by the European Union {the ‘EU)

: and haove elected to prepare the Company

¢ Finoncial Staternents en the some basts.

: The Group and Company Financial Siaterments

: are required by low and IFRS as adopted by the
: EU o present fairy the financial position of the:

: Group ond the Company and the performance
: of the Group for that period; the Companies Act
* 1985 provides in relation to such financiol

: stalements that references in the relevant port

¢ of that Act to financial stolements giving a true

: and fair view ore references to thelr achieving o
1 foir presentation.

' In preparing eoch of the Group and Company

i Financial Stotements, the Directors are

! required to:

: = seled suitable accounting policies and then

: cpply them consistently; :

: « moke judgemenis and esfimates that are

i reasonable ond prudent;

: = state whether the Financial Sioternents hove

! been prepared in accordance wilth IFRS as

. odopted by the EU; and

: = prepare the Finandial Stotements on the
going concern basis unless i is
inappropriate to presume that the Group
and Cornpany will conlinue (n business.

: The Directors are responsible for keeping

i proper accounting records thot disclose with

: reosonable accuracy ot any fime the financial

: position of the Company and enable them to

1 ensure that its Financiol Stotemenls comply

: with the Companies Act 1985. They have

. general responslbility for taking such steps as

. are reasonably open lo them fo sofeguard the
1 ossets of the Group ond lo preven! and detect
¢ froud and other irregulerities.

Under applicable kaw and regulations, the
: Directors are alsa responsible for preparing o
: Directors’ Report, Directors’ Remuneralion

Governance |
Statement of Directors’ responsibilities
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Report and a Corporale Governance
Statement tha! comply with that law and
those regulations.

The Directors are responsible lor the
maintenance and integrity of the corporate
ond finoncial informaotion included on the
Company's websile. Legislation in the UK
governing the preparation ond dissemination
of financiol stalements may difter from
legislation in other jurisdictions.

Staven Crowshow
Group Chief Executive
12 February 2007
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! We have cudited the Group and parent
: Company
' Statements’) of Bradford & Bingley pk for

: the year ended 31 December 2006 which

' comprise the Group Income Stalement, the

! Group and Company Balance Sheels, the

: Group and Company Stalemenis of

: Retognised Income and Expense, the Group

: and Company Cosh How Stotements ond

: related noles. These Financial Statements

i have been prepared under the accounting

: policies set out therein. We have also audited
i the information in the Directors’ Remuneration
: Report on pages 36 to 38.

: This report is made solety to the Company's

: members, as a body, in accordance with

! section 235 of the Companies Act 1985.

: Our audit work has been underiaken so that

; we mighl state to the Company's members

: those matters we are required to state to them
! in an auditor’s report and for no other purpose.
: To the fullest extent permitted by law, we do

¢ not accept or assume responsibifity e anyone
¢ other than the Company and the Company’s

: members as o body, for our audit work, for this
: report, or for the opinions we have formed.

: Reg responsibilities of Directors

: ond auditors

: The Directors’ responsibilities for preparing

¢ the Annugl Report & Accounts, the Directors’
! Remuneration Report and the Financia)

! Statements In occordance with applicable

! law and International Financicl Reporting

! Standards ('IFRS') as adopted by the EU

! qre set out in the Statement of Directors’™

: Responslbilltles on page 39.

* Qur responsibility is lo audit the Finandial

! Statements and the part of the Direclors’

! Remunerglion Report fo be audited in

: accordance with relevant legal and regulatory
! requirernents and International Standards on
* Auditing [UK and lrelond].

: We report to you our opinion as fo whether the
; Financial Statements give a frue and fair view
. and whether the financial atements and the
: g(e:n of the Direclors’ Remuneration Report lo

: occordance with the Companies Act 1985

* and, as regards the Financial Statements,

¢ Anride 4 of the |AS Regulation. We also report

: toyouif, in our opinion, the Directors' Report is
¢ not consistent with the Anancial Staterments,

: it the Company has no! kept proper

! accounling records, if we have not received all
: the information ond explanations we require |
: for our audit, or it information spedified by law !
: regarding Directors’ remunerotion and other
* transactions is not disclosed.

¢ We review whether the Corporale

: Governance Statement reflects the

: Compony's complionce with the nine

! provisions of the 2003 FRC Combined Code

: the Financial Services Authority, and we report
i if it does not. We gre nol required to consider

t whether the Board's statements on internal

' control cover all risks and controls, or form

* anopinion on the effeciiveness of the Group's

of Bradford & Bingley pic

Finonclal Statements {'the Financial

oudited have been properly prepared in

spedfied for our review by the Listing Rules of

corporate mance procedures or s risk
and coniro! procedures.

‘We reod other Information contalned in

the Annuc) Repon & Accounts and constder
whether it is consistent with the audited
Finandial Statements. We consider the
implications for our repor! if we become
aware of any apparent misstaternents or
material inconsistencies with the Finandial
Statements. Our responsibilities do not
exlend lo any other information.

Basis of audit opinion

We conducted our oudit in accordance with
International Standards on Avditing (UK and
tretand) issued by the Auditing Proctices
Board, An gudit includes examination,

on a test basis, of evidence relevant to the
amounts ond disclosures in the financial
Statements ond the pan of the Directors’
Remuneration Report to be oudited. it also
includes an assessment of the significant
estimates and judgements made by the
Directors in the preparation of the Financial
Statements, and of whether the accountin
policles are appropriate to the Group's on
Company's cicumstances, consistently
applied and adequotely disclosed.

We plonned and performed our cudit so as

to obtain all the information ond explanations
which we considered necessary in order to
provide us with sufficlent evidence to give
reasonable assuronce that the Financial
Statemments and the part of the Directors’
Remuneration Report lo be audited are free
from rnateriol misstatement, whether caused
by fraud or other irregularity or error. In forming
our opinion, we also evaluoted the overall
adequacy of the presentation of information
in the Financlal Slatements and the par of the
Directors’ Remuneration Report lo be cudited.

Opinion

Invour opinion:

+ the Group Finoncial Statements give a lrue
and fair view, in accordance with IFRS as
adopted by the EU, of the state of the
Group’s offairs as at 31 Decernber 2006
and of its profit for the year then ended;

+ the Company Financicl Statements give a true
and fair view, in accordance with IFRS as
adopted by the EU os applied in accordance
with the provisions of the Companies Act
1985, of the stale of the Company's affcirs
os ai 31 December 2006; and

» the Financiol Statements and the part of
the Directors’ Remuneration Report 1o be
audited hove been properly preparedin
occordance with the Companies Act 1985
ond, a5 re?urds the Ainandal Staternents,
Artide 4 of the LAS Reqgulation,

KPMG Audit Pic
Chartered Accountants
Registered Auditor
Leeds

12 February 2007

Independent Auditor’s report to the members

Bradiord & Bin_glev Annuel iepsnt & atcounts 2006 1
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Consolidated Income Statement
: For the year ended 31 December
2006 2005
: Note £€m fm
: interest recelvable and similar income 2,383.0 21361
. Interest expensa ond similar charges (1,872.8} [(1.666.8)
: Net Interest income 3 510.2 469.3
: Fee and commission income ' 91.7 923
: Gains less losses on sale of debt securities 2.1 18
3 Fair value movements on financial instruments 0.2 11
i Other operating income 5.2 80
: Net operating income 609.4 5725
! Adminisirotive expenses
i -Ongoing 4 [271.6) 1264.8)
- Compensaltion 4 (89.4) {38.7)
i -Restruciuring 4 - 7.9
! Loan impairmenl loss 13 [7.4) {57
i Non-operoting income 5.7 8.1
i Profit befora taxation 246.7 263.5
; Taxgtion 7 (69.0) 174.7)
! Profit for the financiol year 177.7 188.8
: Aftributable to equily shareholders 177.7 188.8
Earnings per share ‘
;- Basic ’ 10 28.2p 30.1p
- Diluted 10 28.1p 30.0p

* Tha notes on poges 4610 8 1 torm part of fhese Finondal Siofements.
} Tha Company's profit oftes lax for the finandal yeor wos £151.4m {2005: £160.8mk. As permined by Saction 230 of tho Companies Act 1985, the Company's Income Sigtarnen
+ has not been presanted in thesa Finandol Stalements.
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Balance Sheets
As at 31 December

Group Group  Compony  Company
2004 2005 2006 2005
: Note £m £m Em Em
: Assets
: Cosh and balances ot centrel banks 202.6 49.6 202.6 492
! Loans and advances to banks n 33004 32007 24135 23155
: Loons ond advances to cusiomers 12 36,1317 311271 41,8955 3246264
* Fgir value adjustments on pertiolio hedging {70.4) 155.0 {70.8} 155.0
¢ Debt securities 15 52999 57240 48409 51635
: Derlvative financiol instruments 38 291.0 2628 278.2 2000
¢ Prepayments and accrued income 16 25.0 336 20.4 40.6
! Shares in Group undertakings 17 - - 543.7 557.6
: Other assets 18 21.3 1153 19.9 104.6
: Deferred tax asset 8 57 21.7 8.0 242
¢ Property, plant and equipment 19 90.8 92.9 79.5 813
: infongible assets 20 55.2 47.5 21.9 13.7
¢ Total assets 45,3542 408402 50,253.7 413318
¢ Liabilities
: Deposils by banks 21 1,5124 17216  BBS8 10092
. Customer accounts 22 22,201.0 21,0501 34,542.8 26,7835
: Derivative financlg! instruments 38 493.4 3311 408.8 3114
Debi secyrilies in issue 23 17,8413 145776 11,2465 101811
: Other hiabilities 24 115.6 140.8 107.9 129.8
i Accruois and delerred income 25 84.4 128.2 84.1 104.6
¢ Current tox liabilities 96.0 644 43.9 10.4
Post-retirement benefil obligations 26 83.2 n2.2 83.2 na.z
¢ Provisions 27 94.8 349 948 349
! Subordinated liabllities 28 1,247.0 11647 1,561.8 14890
; Other copital instruments 29 165.2 174.3 - -
 Total liobilities 23,9343 394999 49,0646 40,196
: Equity
i Caplial and reserves afiributable to equity holders
.+ Share capital 30,0 158.6 158.6 158.6 158.6
- Share premium reserve 31 49 49 4.9 49
- Copital redemption reserve 31 25.0 250 25.0 250
- Other reserves n oma 220 19.2 220
: -Retained ecrnings N 1,212.3 11298 9814 925.2
1 Total ohributable equily L4199 1,3403 1,189.1 1,135.7
: Total equity and liabilities : 45,3542 408407 50,253.7 41,3318

: The otes on pages 49 1o B form pon of These Fnancial Statements.
The Financial Stolements were approved by the Boord of Directors and outhorised for issue on 12 February 2007 and signed on its beholf by:

Steven Crawshaow
: Group Chief Executive

: Chris Willford
Group Finance Director
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Statements of Recognised Income and Expense

For the year ended 31 December

Group Goup  Company  Compony
2006 2005 2006 2005
: £m £m em £m
. Avollable-for-sale instruments
- Net flossesl/gains recognised in equity during the year (8.8) 20,1 (8.7} 20.1
¢ = Amounts transterred {fromi/1o equity and recognised in profit during the year (z.v) 16 {2.1) 1.6
i Cosh flow hedges
- Net gains recognised in equity during the year 16.6 17.2 166 172
;- Transferred fo the initic! carmying amount of hedged ilems {3.0) .4 (3.0 {1.4}
: Actuarial gains/Tlosses) on post-retirement benefit obligations 20.1 (26.0} 20.% 126.0)
: Taxation on the chove items taken directly fo equity {11.6) 1.3 (11.6) 13
i Nel income recognised directly in equity 1.2 128 na3 128
: Profit for the financial year 177.7 1888  151.4 160.8
! Total recognised income and axpense for the year 188.9 2016 1627 1736
} Atfributoble fo equity shareholders 188.9 72016 1627 1736
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Cash Flow Statements
For the year ended 31 December

Group Group  Compuny  Company

2006 2005 2006 2005
: em £m em £m
! Cash flows from operoting activities
+ Profis for the tinanclal year 172.7 188.8 151.4 160.8
: Adjustments to reconclte net profit to cash flow from/iused in] operating aclivities
- Income tax expense 49.0 74.7 7a 86
- Deprecialion and amortisation 180 120 2.6 86
- Impairment losses onloans and odvances 149 12.3 4.1 26
- Recoveries of loans and odvances previously written off {7.5) 16.6) {5.0) {5.11
- Interest on subordinated Gabilities ond other copila! instruments 89.6 88.5 98.6 956
- Ne! profit on sale of property, plant and equipment and intangible ossets {5 - 179 (5.7) {8.0)
- Gains less losses on sate of debt securltles {2.1) 1.8) (2.1) 0.9

Cash flows from operating activities before changes in operating assafs and licbilittes 354.1 3600 288.0 2922
Net lincreasel/decrease in operaling assets

- Loans and advances to banks and customers (2,782.6)} (811.8) (9,541.7) [3,778.3)
- Acquisitions of mortgage portfolios (2,5490.6} 11.406.2) . -
- Debt securities 4263  (20520) 296.8  [2,237.5)
- Derivative finonciol Instruments {28.2) {262.8) {78.2) {200.0)
- Foir value adjustments on portfolio hedging 225.4 {155.0] 225.4 {155.0)
- Prepayments and accrued income 8.6 96.3 20.2 37.6
! -Other assels 94.0 (93.8| 84.7 {119.6
i Net increase/idecrease) in operating habilities
i« Deposits by banks and customer occounts B98.2 24822 5,185.4 3,569.4
- Deb! securlties in issue {1,611.8) (19049 (1,738.8) (19710
- Provisions 599 13.4) 5%.9 {13.4}
- Detivative financiol instruments 1623 3311 67.4 3414
- Accruals and deferred income 61,0 {154.7} 543 (1857
i - Other ligkilities (54.2} 274 {50.91 373
¢ - Income faxes (paid)/received (27.0} (81.4} 6.0 179.6)
: - Other non-cash items [26.9) 1117 {27.2) 952
Net cash used in operating activities (4,981.5) (3,527.3) {5,148.7) 143372
! Cash flows from Investing octivilies
- Purchase of property, plant and equipment and intangible assets (26.86) 3521 (17.4) 113.9)
- Proceeds from sole of property, plont and equipment 8.5 143 7. 10.3
P Proceeds from sale of shares in Group undenakings - - 13.9 -
i Net cash {used in)/from investing octivities [18.1) 120.9) 3.6 -13.6)
: Cash flows from financing activities
! - Proceeds from disposal of own shares 7.8 7.4 7.8 7.4
- Net proceeds from issue of subordinated liabilities ’ 250.0 - 250.0 1500
- Repayments of subordinated Eabilities {125.0) - (125.0) -
- Net proceeds from secured funding 6,178.4 19985 6,178.4 19985
- Repayments of secured funding {1,164.8} (313.0} {1,000.0} {225.0
- Interest paid on subordinated liobilities and other capital instruments (8%9.0) {88.5) {97.5} {95.6)
¢ = Dividends pafd 1119.2) (108.7) (119.2) {108.7)
Net cash from finencing octivities 4,938.2 14957 5,094.5 1.726.6
: Net decrease in cash and cash equivalents {61.8) {20525 (50.8] {2,614.2) i
: Cash ond cosh equivalents al beginning of year 3,709.0 57615 27352 53494 ?
: Cash end cash equivalents of end of year 36476 37090 26846 27352 2
: Represented by cash and assets with original maturity of three months or less within 8
i Cosh and balonces o central banks 178 163 178 159 §
: Loans ond advences fo banks 3,088.5 31515 2,291.3 23155

Debt securlties 5413 5412 375.5 403.8
: 36476 37050 26846 27352

The Group ks required 1o mointain balances with the Bank of Englond which ot 31 December 200¢ omounted 1o £184.8m [2005: £13.3m). Thesa bolances ore not included in
 cash for the purposes of tha Cash Pow Statemnent.
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1. Principal accounting policios

; Bradford & Bingley pic ['the Compony'tis o
: publi imited company incorporated in the
¢ United Kingdom under the Companles Ad
: 1985 and reglstered In Englond ond Waoles.

: These Hnandial Staternents were guthorised
i for issue by the Directors on 12 Februory 2007 -
¢ and will be put o Ihe shareholders for

: opproval at the Company's Annua! General
: Meeting to be held on 24 April 2007,

; {0 Statement of compliance

! The Group Financial Statements incorporate

¢ onafully consolidated basis the financial

: Statements of the Company and those

: entifles (inchoding speciol purpose structures}
; which are controlled by the Company (Is

: Subsidiories) together referred to os the

: "Group’, The Company Financial Statements

: present Information about the Company as

: 0 separate enlity and not about its Group.

i Both the Company Financial Staternents and
: the Group Financiol Statements have been

: prepared and approved by
: in atcomdance with intemational Financicl

: Reporting Standards as adopted by the

: European Union Madopted IFRS’), In publishing
: the Compary Finoncio) Statements here

: fogether with the Group Finoncial Statements,

; the Company has taken advantage of the

1 exemption in 5230 of the Companies Ad 1985
: not to present s individuol income Statement

. and refoted notes.

the Direclors

! For these 2006 Financial Statements the

i Group and Company have not adopted the

: following two statements issued by Ihe LASB

: in August 2005 and mandatory for 2007

: financial stalements:

i » The Caplict Disclosures amendment to 1AS 1

issued by the |AS8 in August 2005: and

* IFRS 7 *Financial Instiruments: Disclosures”

issued by the LASB in August 2005,

: These two statements relgte o disclosures

* only, ond adoplion of thern would have no

¢ impact on the Group’s or the Company's

: Incoma Stotements, Balonce Sheets or Cash
: Flow Statements.

: For these 2006 Finoncia! Slaterments, including
: the 2005 comparative financial information,

: the Group and Company have odopted the

: following statements:

: o [FRIC 4 "Determining Whether an

Arrcngement Contains o Lease’ issved

in January 2004. In accordance with this
statement the Group and Company
account for as leases any righls 10 use
assels in return for payment. The Group
ond Company have no arrongements
which require any change in accounting
treatment in 2006 or to 2005 comparative
information os a result of IFRIC 4.

 » Amendment 10145 39 and IFRS 4 "Finandial

Guarantee Controcts” issued in Augusi
2005, A financial guaranies contract is a
contract that requires the Issuer to moke
specified payments to reimburse the
holder for aloss it incurs because a
specified debtor fails 1o make payment.
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The Group has no arrangements which
require ony change in accounting
treatment in 2006 or to 2005 comparotive
information os a result of this omendment.
The Company has disclosed certain
guarantees issued to subsidiaries in note
34 to the Finaoncial Stalements,

" (b) Basis of preparation

The Financial Siatements are prepared on the

- historical cost basis except:

* (il the following cssets and ligbilities are

carried at their fair value:

» derivative financial Instruments;

+ financlal instruments categorised under 1AS
39 ézs “at fair value through profit or loss™;
an

= financial instruments categorised under tAS
39 os "available-for-sale”; ond

{iiy where hedge accounting has been applied
the carrying value of hedged items has been
adjusled to lake account of the foir value of
the risk which has been hedged.

In the opplication of these accounting policies

i the Direclors have made judgements that
- have a significant etfect on the Anoncial

Stetements and have also made estimates
that have o significont risk of giving rise to
material adjustment in the next yeor; these

" judgemenis and estimates are discussed in
" note 35 to the Financiol Statements.

The Directors conslider that the accounting
policies set out in note 1 are the most
appropriate o the Group's and the
Company's drcumstances, have been
consistently applied both to the Group and
The Company in dealing with items which are
considered material, and are supported by
reasonable and prudent estimates and
judgements. The occounting policies have

: been applied to all pericds presented in these

Financic! Statements and are consistent with

. the accounting policies used by the Group in

preparing its Interlm Financial Informalion tor
the six months ended 30 june 2006.

The FAinancial Statements are presented in
pounds sterling, which is Ihe currency of tho

- Group's and Company's primary operating

environment and its functional curency.

- [¢) Basis of consolidation
_ The Group's Ananciol Stotements incorporate

|
|

on a fully consofidated basis the Financio!
Stotemenis of the Compory ond those
entities (including special purpose structures)
which are cantrolled by the Company {its
subsidiaries}, Conlrol is achleved where the
Company hos the power o govern tha
financlal and operating policies of an investes
entity soas to obtain benefits from its
activities, Whera subsidiaries have been
acquired during a period, their results are
consolidated in the financial Statements from
the date control is transferred 1o the Group.
Where subsidiaries hove been disposed of,

; their results are consolidated fo the date of
| disposal. On the acquisition of a business, fair
! values ore attributed to the assets, licbilities

Notes to the finoncial sfai’emeni's

" For all finandal instruments except derivatives,

as well os inferest.

: income is stated nel of VAT,

' Commission receivable from the sale of third
. party Regulated Financial Services products

' onan Effective Interest Rate {EIR') basis over

" benefit plons and other post-retirement

. arrangement where the employer pays

S eca P

and contingent fiabilities ocquired. Any
difference between the considerotion given
and the fair value of the nel assets acquired
is copilolised as goodwill. The Group has
securliised various residentiol mortgage
loans, generatly by sale or transfer to speciol
purpose structures which in turn issue
securities to investors. The speciol purpose
structures are consolidated ling by line info
the Group Financial Statements if they are,
in substance, controlled by the Company.

{d) Interest income and expense

interes! income and expense are recognised
in the Income Statement on an Effective
nterest Role ('EIR') basis.

The EIR basis spreods the interest income or
interest expense over the expeced life of the
instrument. The EIR is the rate that at the
inception of the instrumment exactly discounts
expected future cash payments and receipts
through the expected life of the instirument
back to the initial carrying amount. When
calculating the EIR, future cash flows cre
estimated, considering all contractual ferms
of the Instrument {for exarnple, prepayment
opfions}, bul potential future credit losses ore
not considered. The calulation includes oll
directly oftributable incremental fees and
costs, premio on acquisition of morigoge
portfolics and all other premio and discounts

{e) Fee and commission income
Where Vaolue Added Tax [VAT) is charged,

Is recognised as income within “fee and
commission income” when the palicy goes
‘on risk”, net of any provision for repayment

In the event of early termination by the
customer. If the commission is receivable on
deferred terms, a deemed interest element of
Ihe commission is separaled ond recognised

the deferred paymen! period.

Fee and commission income arises on various
oiher gcfivities and is accounted for within

“fee and commission income” in the Income
Stoterment on an accruals basis as the services
are performed. Fee and commission income
includes items relating to lending which do nol
qualify for indusion in the EIR on the loon.

{f} Post-retirement benefits

The Group operales o number of post-
refirernent benefit plans for its employees,
Inctuding defined cantribution plons, defined

benefits [principally medicall, The costs

of these plans are charged to the Income
Stotement and retained eamings in
occordance with IAS 19 “Employee Benefits”
os amended in December 2004,

A defined contribution plan Is ¢ pension

fixed contributions into o separote fund,
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: Adefined benefit plan is a pension

: arrangement thot defines an amount of

: pension benefit thal an employee will recelve
: during refirement, usually dependent on one
: or more factors such os oge, years of service
: and salary. The net defidt or surplus on the

1 planis corried in the Balance Sheed,

: comprisi
: benefil obligotion o1 the Balance Sheet date

: less the foir volue of plan assats, The defined
: benefit obligation is calculated onnually by

¢ independent qualified actuaries using the

: projected unit credit method. Details of the

i octugrial assumptions made are provided

i in nofe 26, Actuariol gains and losses are

: chorged 1o retained eamnings in fullin the

* period In which they occur, ond pass through

i the Staternent of Recognised income and

. Expense rather than the Income Statement,

: The Company, belng the sponsoring company
: of the plans, carries on its Balence Sheet the

: full net deficit or surplus on each plan,

: The contributions are charged to the Income
¢ Statement when employees have rendered

: the reloled services, which is generally inthe
: year of contribution.

the presen! volue of the defined

: Post-retirement medical benefits are

: accounted for in the same way as pension

: benetits, with the present value of the liabllity
{ being carrigd on the Balance Sheel,

. {g) Share-bosed payment

. The Group and Company operate various

: share-based incentive schernes for employees

: and officers, induding o Sharesave Scheme.

: Grants of shares, share options and other

1 equity instruments are accourted for in

: accordance with IFRS 2 *Shore-based Paymen?’,
* under which the fair volue of awards is

{ measured af the date of grant and charged

: ta the Income Statement over the period to

; veslting, withac
+ earnings. Further detoils of the Group's foir

: value methodology are given in note 6, The

: charge is mode only in resped ol the number of
: awards that ore expected lo vest: this expected
: number s revised a each Bclance Shee! date:

: and any difference due fo estimate revisions is

ing credit 1o retoined

or credited fo the Income Staternent

: aver the period to vesting with a comesponding
: adjustment to retgined eamnings. The proceeds
! received on exerdse of options net of any

. directly aftributable transaction costs are

! credited to retained eomings.

: The Group holds some shares [n the Company
: to solisfy share-bosed payment

: commitments, These shares gre Induded in

¢ the Group's ond Company's Balance Sheets

+ within retained eamings ot purchase price

! inchuding transaction costs.

: {h) Taxation

: The charge for taxation is based on the profit
! for the year ond tokes into account taxation

i deferred or occelerated arising from

: temporary differences between the conying
¢ amounts ol certaln lems for taxation and for
! accounting purposes, Deferred taxotion is

¢ provided for in full ot the tax rate at the

. Balance Sheet date, including on fax losses

carried forward, and is not discounted to take
account of the expected timing of realisation.
Deferred taxation assets are recognised only
to the exteni thal it is probable that future
taxable profits will be available against which
the taxabte difterences con be utilised. Tax
relating fo items which ore taken directly to
reserves is qlso foken direclly to reserves.,

{l] Dividends
In accordance with LAS 10 *Events After the
Balance Sheet Date” dividends poyable on

" ordinary shares are recognised In retoined

earnings once they ore appropriately
authorised and are no longer at the discrefion
of the Company.

Dividends receivable including those receivable
from other Group entities] are recognised once
the right lo receive payment is established, in
occordance with LAS 18 "Revenue”.

(i) Financiol instruments
In aecordonce with IAS 39 “Financial
Instruments; Recognition and Measurement”
each financial asset is classified at initia)
recognition into one of four categories:
(il Financial assels at fir vokue through

profit or loss,
(ii) Held-to-maturity investments;
{iii} Loans and receivables; or
{iv) Available-for-sale;

and each finandial liability into one of twoe -
categories:

{vl At amortised cost; of

{vi] A1 fair volue through profit or loss.

In June 2005 the LASB Issued "The Fair Value
Option” amendmen! to IAS 39, This
amendment permits designation of o
financial asset or financial lfability as being

at fair volue through profil or loss under wider
gircumstonces than had previously been
allowed. The Company uses this amendment
to prevent technical accountfing mismaiches
between the Company and other Group
enlilies in respect of accounting for intra-
Group swap arrongements; use of this
amendment has had no impoct on the
results or Balance Sheet of the Group. On
initial adoption of the cmendment during
2005 the Company did no! redesignate any
existing instruments between categories.

Measuremenl of financial instruments is
aither ot amortised cost {cotegories {i), il
and {v) above) or ot fair value [cotegories (i},
{iv) and [vi] above), depending on the calagory
of financial instrument,

Amortised cost is the amount measured ot
initial recognition, adjusted for subsequent
principal and other payments, less cumulative
amortisalion calculated using the EIR method;
the amortisation is token to interest income
or expense depending on whether the

« inslrument is on asset or o fability. For assets,

the amortised cast bolence is reduced where
appropriate by an allowance for amounis
which are considered 1o be Impolred

or uncollectable.

Any profit or loss on sate of an instrumen)
carried at amortised cos! is recognised
immediately in the Income Statement in interest
incorne or expense depending on whether the
instrument ts an asset or o iobdity.

Fair vatue is the amount for which on asset
confid be exchanged, or o abifty settled,
between knowledgeable, wiling parties in an
qm's length transoction. Where o marke! exists,
fair vahues are based on quated market prices.
For instruments which do not have acdtive
markets, folr value ts calauiated using present
volue models which take individual cash flows

. together with assumptions based on markes

conditions ond credi! spreads, ond are
consistent with cccepled economic
methodologies for pricing financial instruments.
Movements in fair value are recognised in the
“fair volue movermnents on finandal instruments”
lina in the iIncome Stalement, except in the case
of instruments dassitied os “avoiloble-for-sale’,
in which case the fair value movernents are
laken to the “availoble-for-sale reserve”, On
sale or derecognition of an ovailable-for-sale
instrument the accumuloted foir volue
movements ore transferred from the “ovalicble-
for-sale reserve” to the “gains less losses on sale
of debi securifies” line of the Income Statement.

Certain cerificates of deposit, tixed and
floating rate notes and morigoge-backed
securities are clossified as ovailable-for-sale.

{k} Purchases and sates of tinencial assets
Purchases ond sales of mortgoge portolias
are accounted for on Ihe completion date. All
other purchases and sales of financiol ossets
are accounted for on the date of commitment
to buy or sell [the “trade date”).

{l} Impairment of financial assers

finoncial assets, induding loons and
receivables, ore reviewed for indications of
possible impairment throughout the year and
al each published Balonce Sheet date. For
each individual koan which exhibits indicotions
of impaoirmeny, the carrying value of the loon

aof the Balance Sheet date is reduced to the

nel present value of the expected future cash
flows associated with the loan, colculated ot
the loan's original EIR, These cash flows
clude, where appropriote, estimated
amounts recovergble by repossession ond sale
of the secured property, taking infe account o
discount on property value to reflect a forced
sale. All loans that have been assessed os
having na individua! impairment are then
assessed collectively, grouped by loans with
similar risk characteristics. Assessment s made
of impairment orising due fo events which are
believed to have occurred but had not yet been
reported by the Balance Sheel date, taking into
secount the economic dimate in the morket,
This collective impairment is reflected by
reducing the carrying value of totol loans.

Interest incame s recognised on impoired
loans by applying the original ER of the locn
1o the impaired balance.

Loans ond advances are written off when

there is na realistic prospect of recavery.
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Notes fo the financial statements

1. Principal uc:ounﬂn?dpolkiu continued

! {m) Debt sacurities he

! Debt securities intended for use ona
: continuing basts In the Group's activilies are

: classified either os "avallable-for-sale” or as

¢ "ot falr value through profil or loss™ and are

: accounted for in accordance with &S 39, In

: each case they are carrted o fair volue. Each

: investment in a Structured Invesiment Vehicle

: {'SiV) is individually reviewed to ensure the i
I accounting freatment is appropriate. Where

: the SV is considered to have minimal ‘
 managemen) discretion, the Group recognises f
* its share of the SIV's underlying assets and

: liabilities, ot foir value. In other cases the

: Investment In the 3V is treated as a debt

. security. inferest on these vehides includes a

margin above the coupon rate to reflect profits
earned by the underlying investment.

: {n} Derivative financiatinstruments and

: hedge accounting
: The Group enters into derivalive conirocts

' in order o manage expasures o inlerest rate
: risks, foreign currency risks ond risks arising

* from forecas! ransactions, in accordance with

: 1A5 39. As expkined in note 1(j), the Company
: has used the provisions of the Fair Value

i Option amendment to lAS 39 issued by the

¢ I1ASB in June 2005 to prevent technical
i accounting mismatches in resped of intro-

{ Group swap arrangemends,

¢ Al derivatives are carried of foir volue in the
: Bolance Sheet, as ossets when the lair value

! Is positive ond as liabilllies when the fair value
s n:goiive. The fair value of o derivative

¢ el

: derivative. Changes in the fair volue of

: derivatives are cg

es any interest accrued on thal

arged to the income

: Statement in the “foir volue movements

* on financial instruments” line. However, by

: applying the hedge occounting rules sel out In
* 1AS 39, the changes in fair volue of derivatives

: which are used to hedge porticutor risks con
: either be mitigoted in the Income Statement

! (fair value hedging) or deferred fo reserves

: (cash flow hedgi
: hedges and cosh llow hedges,

I. The Group uses fair value

| One-fo-one foir volue hedges
* Where one or more specific derivative '
: finencial instruments hedge the chonges

¢ infair value of o specific asset or liability.

i qany gain or loss in the fair value of the
: hedging derivatives Is recognised in the
: Income Statement in *foir value movements

i on financial instruments”, Provided Ihai the

: hedge arrangement meefs the requirements
: of 1AS 3% o be dassed as "highly effective”,

: the associaled hedged ifem is carried in the

: Balonce Sheet at fair value in respect of the

: hedged risk, with any gain or loss in that falr

; value olso recognised in the Income

: Stotement in “fair valve movements on

: financiat instruments”. Hence profit volatility is
: mitigated. The Income Statemen! immediately

i recognises any “ineffectiveness”, that is any
: difference between the fair value movermnenl

3 on the hedging instrument and thal on the

: hedged item. Where o foir volue hedge

: relatlonship is terminated or deermed not to
: be highly effective (other than os a resul) of

* The fair value adjusiment relating 1o the
' terminated hedge relationship is omonised

. Sheet commying value of the hedged items is

; ‘cash flow hedge reserve” and the remaining

" the “cash flow hedge reserve” is ransfemed

. range. Any hedge relationship falling outside
thesa limifs |s deemed to be inefteciive and

the hedged item being derecognised from the
Balanice Sheet due fo sole or other reoson)

on g straight line basis to the “fair value
movements on finandal instruments” fine of
the Income Statement over the period to the
date of maturity of the hedged item. Tha
derivative continues to be carried of fair volve, |

Embedded derivatives
Cenain finandal instruments have derivalive

. features embedded within them. Where the

economic characterislics and risks of the
embedded derivative are not closely related
to those of the host insirument, and where

. the host instrument is not corried af fair valye,

ihe embedded derivative is separated from
the host and carried in the Balonce Sheet af

| fair value within "derivative financial

Portfolio fair value hedges

Where o group of derivatives hedges the
inferest rate exposure of a group of assets
or liobifities, and the hedge meets the
requirements of I1AS 39 lo be dossed as

' *highly effective’, the hedge relotionship is

accounted for in the same woy as o one-to-
one fair value hedge, except that the Bolonce

not adjusted to fair value; instead the
ditference between the fair value and
carrying value of the hedged items is
carned on the Balance Sheel in “fair vatue
adjustments on portfolio hedging”.

+ Cash flow hed !
e " (p) Property, plamt end equipment

Where a derivative financial instrument
hedges the variability in cash flows of an asset
ot liobility, or of o highly probable forecast
transaction, the effective portion of the change
in fair value of the derivative is token to the

portion is chamged to the ‘fair value
maovernenis on financial instruments” fine of
the Income Statement. The amount taken to

fo the “fair value movements on finoncicl

" instruments’ line of the Incoma Statement in
1 the period in which tha hedged ttem affects

the Income Sigtement. Where a cash flow
hedge of a forecost ransaction is lerminated
or deemed not fo be highly effective, any
cumuiative gain of loss remaining in the cash
flow e reserve continues to be held there

. and is Iransferred 1o the Income Statement
- only when the forecast transoction is

recognised, If the forecast transaction is no

- longer expected to occur, the gain or loss still

held in the reserve is immediately recognised
in the income Stotement in “fair volue
movernents on finandol instrumens”.

Hedge effectiveness

- At theinception of eoch hedging

arrangement, the relationship between the 1
hedging instruments and the hedged ilems is
documented, as well as the risk management

, objective and strategy. Also documented s an
. assessment, both of hedge Inception and on
. an ongolng basis, of whether the derivatives

that are vsed in the hedging arrangement are
highly effective In oifsetting changes In falr
values or cash flows of the hedged items.

Under 1AS 39 o hedge is deemed to be highly  ©
effective if effectiveness is ferecast to fall, ond
is actually found to fall, within the 80% to 125%

hedge accounting is discontinued.

instruments’, with goins and losses on the
embedded derivative being recognised in the

- Income Statement in “fair value movernents

on financialinstruments”.

(o] Shares in Group undertakings
In the Financial Statements of the Company,

, shares in Group undertakings are carmied

; ot cost less any impairment. Shares are

" reviewed at ecch published Batance Sheet

. dale for any Indications of impairment. If there

is indication of impairment of any share, the
carrying volue of the shore is reviewed, and
any impairment identified is charged
immediately in the income Statement.

e cost of additions and mjor alterotions to
land and buildings, equipment, fixtures and
motor vehicles is capitalised, All property,
plant and equipmeni s stated ot historical

. costless depreciotion.

Depreciation is provided so as to wrile off the
cost bess the estimated residucl value of each
significant component of each item of
property, plont and equipment over that
component’s estimated useful life, os follows;

. = land is not depreciated;

= frechold buildings at 2% per annum on
¢ straight line basis;

e leasehald properties over the shorter of the

lease period and 50 years on o straight
line basis;

» fixtures ond fifings at 20% per annum on
a straight line basis:

+ molor vehides ot 25% per gnnum on
a reducing balance basis;

« computer equipment ot rates ranging from
20% to 33% per annum on a straight fine
basis; and

» other equipment and major allerations lo
buitdings at 10% per annum on a straight
line basis.

Allitems of property, plont ond equipment are
reviewed onnually for impalrment,

" {g) Leases ]
< Rentals under operaling leases are charged

to “adminisirative expenses” on a straight
line basis o the date of change in the rental
amount, Typically, operafing leases have rent
review dates in their terms, several years
apart, and between those dates the annual

* rent remains constan?. Any initial rent-free

period and any lease premio paid are

. amortised over the ull lecse period on o

straight-iine basis. When the Group enfers
into a sale ond leaseback arrangement, the
lecseback is accounted for as an operating
lease, occording to its terms, if it is a flnance
lease, and the sale and leasebadk gives rise
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: to a profil, the profit is not recognised | Provisions are discounted fo nel present value |
! immediately but is deferred and amortised ¢ using rates which reflect the risks specific fothe
: over the lease term. If itis on operoling legse, + provision, if the effect of discounting is material. -
: any profit o loss is accounted for in Ihe peried -

i of disposal ond the operoting lease rentals i Provisions are reviewed at each Balance

. are charged to administrafion expenses in Sheal date and are released If they no longer

: the year in which the expenditure is incurred,  meet the above criterio,

{r) Intangible assets { {u) Cash and cash equivalents |
: Computer software licences are capifalised | For the purposes of the Cash Flow Statement, !
: osinlangible assets where it is probable cash and cash equivalents comprise balances

1 that future economic benetils will flow tothe . which ore highly iquid and have an original
: Group. Thereofter they ore camried ot costless | malurity of three months or less, i
' accumutated amortisation, Amortisation is :

! provided on o straight ine boasis over their ' (v) Foreign currencies

: useful economic lives, which may be up to five | The presentational currency of the Group and

: yeors, Those which have o ife expectancy of functionol currency of the Company Is pounds

; the outset of less than two years are nol sterling. Transoctions which are nol

i cophtalised but inslead their costs are charged * denominated in pounds sterfing are

! to the Income Statement os they arlse. Costs transiated into sierting at the spo! rate of

! thot ore direclly ossociated with developing | exchange on the date of the fransaction.

: idenlifioble computer softwore systems are Monelary assets and liabililies which are

t copitalised if the criteria in IAS 38 “Intangible not denominated in pounds sterling ore

. Assets” are safisfied; the main criteria are that : transioted into sterling at the closing rate

! the successful completion of the development . of exchange of the Balance Sheet date. |
: project is reasonably certain and thot the

: softwore is expecied to generate fulure Any foreign exchange gains or losses arising

: economic benefits. Each ilem of capitolised from settlement of transactions of rales

! developed cormpuler softiware Is carried al difteren) from those ot the date of the

¢ cost less accumulated amortisation; Irensaction, and any unredlised foreign

¢ omorlisation is provided on a siraigh! fine - currency exchange goins and losses on

: basis over its estimated useful life. Costs tha! | unseftled foreign curency monetary assets

! go not qualify for copitalisglion are charged o and fiobillties. are included in the Income

: the income Statemenl gs they arise. Statement in “interes! receivable and similar

: - income” or “interest expense ond similar
charges” depending on whether the

(s] Debt and equity securities in issue

: Issued securities ore classed as liabilities if * underlying Instrument is an osset or o fiability.
: they represent a confractual obligotion to )

: deliver cosh or another finoncial ossel o | w) Financial guarantees

¢ another entity, Ctherwise they ore clossed i The Group applies insurance accounting lo

: as equity. Any coupen paid on liabilities is - finoncial guarcntee contracts, and provides
¢ accounted for as inferest expense and any ' agains! any doims artsing under such contacts.
\ coupon on equily as dividends.

3
: Oninifiad recognition, deb! issued is measured @
: its foir volue ne) of directly aftributable issue and

1 transaction cosls, Subsequen measurement l
u  isatamontised cost using the ER method o

; amortise attributable issue ond transaction .
! costs, premiq ond discounts over the ife of the - i
! instrument. These costs are charged dong with !

! interest on the debt 1o interest expense ond

: similar charges™, Unamortised amounts ore ,

! odded lo or deduded from the carrying value ;

: of the instrument. ;

it is the Group's policy to hedge fixed intesest )
: rate risk on debt issued and to apply foir volue 1 '
: hedge accounting.

) Provisions
: Provisions are recognised when, and only
: when, the following crilerio are ol met;

1 « there is a presen! obligation {legal or :
1 constructive) as a resull of a past event; |
. *itis probable that on outflow of resources !
i willbe required to settle the obligation; ond
i
i

SJUN0ID BY)

: = greliable estimate can be made of the
amount of the obligation.
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Notes fo the financial statfements

i 2. Segmental information ,

: The Group cperates through two principal business segments, Lending and Retell, supported by Treasury & Reserves and Group Services. An anglysis
¢ of Group information by business segment is provided in the table below. Substonlially alt of the Group's activities are corried out within a single

: geographicaf segment, the UK,

2006 Treosury & Group Group Grovp
: Lending Retadl Resarves Servicos  eliminotions tutal
: €m £m £m £m £m €m
i Net interest income ' 3312 133.3 457 - 510.2
: Fee and commission income 271 641 - 0.5 .7
i Gains less losses on sale of debl securities 0.1 - 2.0 - 2.1
¢ Fair value movements on financial instruments - . 0.2 - 0.2
¢ Other operating income 1.8 0.1 0.1 3.2 5.2
i Non-operating intome . - - 57 5.7
: Segment income ‘ 360.2 197.5 48.0 9.4 ' 515.1
+ Adrninistrative expenses (78.9) (122.8) {10.4) (59.5) (271.6)
| Loan impaitment loss {7.4) . . - (7.4)
{ Segment resull 2739 74.7 37.6 {50.1) 3360
i Compensation costs - . . {89.4) {89.49)
: Profit before taxation 2739 74.7 37.6 {139.5) 244.7
! Taxation (69.0)
! Profit for the financial year 177.7
! Segment assels 38,4047 204967 18,7580 24,1338 (564467 453485
: Delerred lox asset 5.7
: Totol assets . 45,354.2
Segment liabilities 37,979.6 20175.6 17,626.1 24,2868 (56,229.8) 43,8383
i Current tox liabilities 96.0
Totol ligbilities 43,9343
: Other segment items included in the above

| Copilal expenditure . . . 26.6 266
Depreciation and amordisation - - - 18.2 18.2

S{IN030D eyt
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: 2. Segmenta! Information confinued

: 2005 Treasury & Group Group Group

: tending Retafl: Feserves Services  eliminations tatal

H . Em £m Em £m £m £m

i Net inferest income 2943 127.3 477 - 2693

! Fee and commission income 30.5 614 - 04 923

! Gains less losses on sale of debi securities 0.9 - 0.9 - : C s

 Fair volue movements on financlot instruments - - 11 - 1

i Other operating income 1.2 4.7 - 2.1 8.0

i Non-operaling income - - - 8.1 8l

: Segment income 3269 193.4 497 106 580.6

Adminisirative expenses 710 123.2) 110.4) [60.2} {264.8)
: Loan impairmen! loss 15.7) - - - {5.7}
: Segmenl resull - 2502 702 393 (4940 310.1

Compensalion cosls - - - 138.71 {38.7}
! Restructuring costs - - - 7.9 {7.9)
! Profit before taxation 250.2 702 39.3 196.2) 263.5

! Taxation 7a7)
¢ Profit for the financial year 188.8

Segmen! assets 32,5803 185540 194490 201405 1499113 408125

! Deferred tox asse! 277

: Total assats . _ 40,840.2

Segment ligbiiities 32,1327 182734 183853 203398 14969571 394355

! Current tox llabilities 644

! Total liobilities - 39,4999

: Other segment items Included in the abova

¢ Capital expendilure : - - . 352 352

: Depreciation and amortisalion - - - 12.6 12.6

* {aln onder to anolyse net inferest by business segmenl, o ranster price s opplied 4o the infemal funding or liquidity requirement of each segment. Interes! rates used lor ranster |
:  pricing hove been deterrmined 10 retain the imerest rate risk within Treosury & Reserves, Costs have been assigned 1o eadh segment based on resources consumed, Transfer

1 pricng in respect of morigoge oﬁg‘l;:otbn by the Retail segment has been determined on the bosis of market rates for such octivily.

I (b Assets ond Robdifies have been aflocated fo Lending and Retoll on the basis of the reguiatory capital Iramework, The segments gra not allocated capital during the normal
course of business. therelore segmentol profits do nol relate fo these net assets. The unofccated items are deferred ond current lax.
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Notes fo the financial statements

: 3. Not interest income

Group Group
2006 2005
: £m £Em
: Netinteres! income 510.2 469.3
} Average interes-earning assels (1EA] 42,692 38,660
: financed by
i interest-bearing liobilltles 41,122 37,085
Interest-free tabilities 1,570 1,575
i Average rates % %
Gross yield on IEA ' 5.57 5.53
i Cos of interesi-bearing ligbilities (4.55) 14.50)
: Interest spread 1.02 1.03
: Contribution of interesi-free liabilities ' 0.17 0.18
! Net interest margin 1.39 121
! Average bonk base rate 4.64 4.65
i aweroge 3-month LIBOR 4.84 476
! Avercge 3-year swap rote 5.07 4.71
: 4. Administrative expenses
: ' Group Group
2008 2005
' £m £m
: Stoff costs (see note 5) 100.5 99.8
: Property operating lease rentals 7.9 75
! Equipment hire 0.4 04
¢ Remuneration of auditor and associotes
Statutory cudit of the Company In accordance with legislation 0.5 05
Auditing of accounts of assodiates pursuant to legisiation 0.2 0.2
Other services pursuant o such egislation ' . ) 0.2 0.5
Other services relating to taxation 0.2 0.1
Regulatory services 0.6 0.5
! Depreciation and amortisation [see notes 19 and 201 18.2 126
: Other tegal ond professional senvices 26.2 156
i ¥ costs 414 37.5
' : Other administrative expenses 75.3 89.6
: : Ongoing adminisirative expenses 716 2648
i : Compensation costs 89.4 387
i Restructuring costs . 1.9
: 361.0 3114

i Restructuring costs refote 1o the cost reduction progromme which commenced in 2004,

: Compensation costs relate to the provision for potential compensation payenents 1o custorners for business writien in the past by our independen financiol odvisory business,
i The independent financial advisory business which modo these sales was dosed in 2004,

! (A;.rllo of the remuneration of quditor and assockates wos incurted by the Company with the exception of £0.2m (2005: £0.2m) of statulory audit fees which were incurred by olher
3 Group entities.




i 5.Staff costs and numbers
. The average number of persons employed during the year wos os tollows:

Fulltime Par! time Ful lime equivalen!

2004 2005 2006 2005 2006 2005

: Number Number Mumber Numbes Number Number

: Group 2,51 2,440 663 622 2,892 2.736

Compony 1,940 1,944 928 513 2,236 2,189
The full fime equivatent is based on the average hours worked by employees in the year. The totol heodcount of each year end was:

: Group Compary

70604 2005 2006 2005

Number MNumber Number Number
3,154 3,043 2,445 2,428

The aggregate costs of these persons were os follows:

Group Group

2004 2005

i Em £m
: Wages ond solaries : 78.9 773
¢ Social security costs 8.6 87
: Defined benefit pension costs Isee note 26d| 6.7 9.5
: Defined contribution pension costs Isee nole 260} V.2 1.4
: Other post-retirement benefils costs (see nofe 26d) 0.5 0.1
: Equity-setied share based poyment (see nole 6) 4.6 28
: - 100.5 99.8

! 4. Share-based poyment
: Durhgmeyemmeawphodlhesru'ebosedpuwmsdm\esmharplwm.mesemallotmnedlorbythe&oupcndCompawosfolm

! Amangement Exacutive Share Option Scheme Sharesave Schesme
i Noture of the Gront of Grontol Sove AsYou Save AsYou Save AsYou ‘Save AsYou ‘Suve AsYou SoveAsYou “SowaAsYou ‘Save AsYou
: anongement share options shore optiens Fam” Scheme Earn” Scheme Egrn” Scheme Eom™ Scheme Earn’ Scheme Earn” Scheme Earn” Scheme Forn’ Scheme
i Dute of gront 25/2/03 14/8/03 20/3/03  20/3/03  18/3/04 18/3/04 2473705  24/3/05 17/3/06 17/3/06
.i Number of 1,368,230 59.608 1,366,351 789,338 1,832,649 427,490 510,251 155,307 419,466 300,192
: instruments granted .
¢ Exercise price £2.82 £3.07 £2.24 £224 £2.45 £2.45 £2.58 £2.58 £3.72 £3.72
Quoted share price £277 £309 £2.98 £2.98 £3.05 £3.05 £3.06 £3.06 £5.22 £5.22
at gront date
Contractual life (years) 10.0 10.0 3.5 5.5 35 5.5 KIS 5.5 3.5 5.5

Eamingsper  Earnings per
share growth  shora growth
over O Jyodr  Overa3year
pertiod period
exeedsthe  exeedsthe Threayoor Pveryadd Three-year Five-yeat Three-yeaor Fve-year Three-yeat Fre—yeor

§Vesﬁngcondiiions prowth in growihin  serdcepericd  senviceperiod  servica poriod  service period  service perlod servica period  sevvice ponod  service poriod

theRzal  theRetol ondsovings  ondsvingt  ondsowngs  ondsovngs  ondsovings  Ondsovings  andsovings  andsavngs
Price index Priceindex  mqiemen!  requiement  foquiemend  requisemend requiement  requirement requirement  reguinement
oves the over Ihe
some period  same pesiod
by aminimum. by & rminimum
: o % of o%
! Senlement Shares  Shores  Shares  Shores  Shores  Shares  Shores  Shares  Shores  Shores
: Expected volatilily 2% 31% 32% 2% 29% 29% 27% 27% 2% 26%
: Expedled life ot grant 50 50 3. 5.1 . 5. 31 5.1 3.\ 5.1
i date fyears)
Risk-free interest rate 3.8% 4.4% 4.0% 4.2% 4.5% 4.5% 4.6% 4.6% 4.4% 4.4%
! Expected dnvidend 49% 4.8% 4.6% 4.6% 5.0% 50% 5.6% 5.6% 13% 313%
I [dividend yield)
: Expeced annugl departures 5% 5% 15% 10% 15% 10% 10% 5% 10% 5%

! Fairvalue per granted £0.55 £0.65 £0.87 £0.9 £0.76 £0.79 £0.64 L £0.67 £1.60 E£175
! instrument defermined
at grani dole

Valugtion model Block-Schokes  Black-Scholes  Block-Scholes  Block-Schokes  Block-Scholes  Bloek-Scholas  Block-5choles  Block-Schokes  Block-Scholes  Black-Schales
: methedalogy math dok mathodology _methodology methadology _methodology methodology methadology methodology  mathodology
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‘ Notes to the financial statements

: 6. Share-pased payment continued

MMMMMMMMM

¢ Amrangement Employaes’ Restrictad Share Bonus Plan
¢ Noture of the Grontol Grantof Grontol Grontol Granto! Grontof Gruniof Groniof Gromao! Grontof Grontof Grontol  Geonl of
< ormangement shores  shores  shares  shores  shores  shares  shares  shores  shortes  shores  shores  shoms shares
Date of grant 171703 1/1/03 11703 171704 1/1/04 V/V/0412/3/04 1/1/05 171705 1/1/05 1/1/06 1/1/06 1/1/06
Number of 56,966 56966 56,966 2101 2101 2101 937192 1,299 1299 1,304 1299* 1299 1304°
! instruments granted
i Exerdise price Mo no o e a0 o o onfe /g n/a n/a nfa
: Quoted share price £290 £290 £290 £305 £305 £305 £304 £336 £336 £336 £411 €411 £401
: otgront dote
: Controctyal life fyears) 22 32 4.2 2.2 3.2 4.2 30 2.2 3.2 4.2 2.2 32 4.2
: A ; Ativornornd Achiverant Ach . ot d Acricvernent Achw Ach ¥ Ach
ummn unm chindicud dlindvidual ol Ml ol ekl olinvdual olindvducl ofindvidudl o indvidd  of indhidudl  of Individucl
- POriImanGs e perionmonce perkemonce SHa parformnorce perfomonce perkymanos perfonmance periormonoe perormance
g kroghin  lpesh waossh Jogiin ketn morberdl  ogeln  Dgesh  krpenin  fagenin n topesn
: . 2003 and sl 2003 ond 50 2003 ond ¥ 7004 anclsil 2004 ond 2 2004 ond sl s3cflof fha 2005 and st 2005 ond o 2005 and sl 2004 end sl 2006 ond sl 2006 and s
: Vesling conditions amember ol amembes of omemberal o memberof amemberof o member of thix) omember ol amember of 0 Member o omember of Qmomber ot o Membes of
H sallaie  sofiaihe dofidhe wsoficitw sofiate sotadte owvwensoy woflathe seliahe wflohs oodlate odfote seflare
oo thied ouh secod Tl kuh  oldomol sactrwt Thwd kaxth second [ ) fourh
amivensary  crnersary ¥ ¥ ok ¥ ¥ o ooy OOy Givenary | omh Y erSrY
ddaol  doedt dogeol  ddwed ddmed odmo ddmegl oldrect odoeol oldied oddowd oldwed
ot gront grond gront pot gronl g gt gt grond grond gl
Settlement Shares Shares Shares Shares Shares Shores Shares Shares Shares Sheres Shores Shares Shares
. Expected volatility n‘a na n/a n/a na n‘a n/a n/a n‘a n/g n/a no va
Expected life at grani 2.2 32 42 22 32 42 30 22 32 42 22 32 42
! date lyears)
Risk-free interest rale 38% 40% 41%  43% 45% 446%  44%  43%  43%  43%  42% 4% 42%
; Expected dividend 47% 47% 47% 50% 50% 50% S51% 50% S0%  50% 42% 42%  42%
[dividend yield) ‘ .
Expected onnuot departures 15% 15% 15% 10% 10% 10% 5% 1% 10% 10% 10% 10% 10%
: Fair volue per granted £2.65 £253 £241 £276 £263 £250 £261 £304 £290 £276 £375 £159 £344
: instrument determined
at gront dole
Valuation model ek Scheles Bk Scholes BlockSchokas Block-Schokes Black Scholes Bhock-Schoics ook Scholes BockoSthules Bock Scholes Biadk-Schois Blodk Schcles Bindk Scles Bodk Scholes

Y

el

* estimata fo be finalised in 2007
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i 8. Share-based paymant confinued

Amangement Pertormance Share Plon Executive Incentive Plon
1 Nuature of the Gronigl Grontol Groniol  Grontol Geantol  Grondof  Gronto! Gromdol  Grontol  Grontof  Geontol
i arongerment shores  shores  shores shares  shores shores  shares shores shares shares shores
Date of grant 25/2/03 25/2/03 14/8/03 23/2/04 23/2/04 28/2/05 28/2/05 28/2/06 28/2/06 2872/07 28/2/07
1 Number of instruments granted 762,002 592,889 52368 871,577 506,666 341990 341,990 339,111 339,111 286.616" 286,616°
! Exercise price n/a n/a n/o no no n/a n/a wva n/a na na
: Quoted share price oi grant dote E2.77  E277 RIO9  £3)00 €310 E323  £323 €471 €471 E4TIt g4
Contractual life iyears) 3 3 3 3 3 3 3 3 3 K] 3
: Achievernort Achéevernend Achésvermeny
T oo torol Totad ed ot TUPPR g SRR gy OTIERS
shocholdey  shoeiglde  th ader  shorohok shosehoicd  porkanmiance d shore growdh porrmarce Fiae g porismonce e growh
' retum of reumal rekenol resumnof reumal  kgetsn Beodiord & nd&u:hu Krpets i o bradlad &
: ) Brmdiond & & fodb  Goudds  Bododh Nodods) EURE popioduy SRR genoyen  BrgErik
! Vesting conditions Bgoypk By Brghvpk  Brgoypk  Blgtypk omembord o T gmembeol T 0T o epey g OV 0FTR
: v - AU — omoed  pofiewn YO P00 sotare RO L iy YOO POOd
oo 00 peer oapes wapear Dopee tod avned thed P ] el arrnch

gopot  gowpol gopod gopod  pupol  avivesay avwersory
omponivs  (UMPONeI  foTpaWEs  Gomponicy  componies o daof m’;"n' o dawsol “"'h""‘“" daced “‘9:'“"
o

: gt gt
! Sefflement Shares Shores Shares Shares Shoares Shares Shares Shares Shares  Shares  Shares
: Expected volotility % 3% 3% 30%  30% n/o n/o na o n/a n‘o
Expecied life ot gran! dote (years) 3 3 3 3 3 n/o 3 n/a 3 n/a 3
¢ Risk-free interest rote 5% 35% 4% A5% 45% n/a n‘a no n/a n/q no
Expected dvidend Idividend yield) 4.9% 4.9% 4% 5.0% 50% 53% 5.3% 317 3IT%  ATR AW
! Expected onnucl departures 1% 1% 1% 0% 0% 0% 0% 0% 0% % 0%

: Fair value per granted Instrument €160 £138 £127 £140 £15 £323  £277 E4T71  £420 £471° £420°
¢t determined af gron! dote

M sﬂ‘ﬂ“ SI’UOPU:O

: | Noma (oo Moo T Monse Caa Morso Core - Monie Larp Biack- Bk share price k-
{ Vohation model dmugon  smdgion  smugion  suioion simukstion ‘::““ Scholes ‘::ed“" Schoks  oifodole  Schles
. modet moda moded model madal ool methadology and mehodology e shares metodalogy

oy coeoed

" astimale to ba linglised in 2007

;A Monte Carle simulation mode! is used 10 determine he Performonce Share Plon foir volua as the arongements include marke-boased perfonme:mtiom.mdhussm
¢ inassessing an appropriate expacted vesting perdod tor tha Executive Share Oplion Scherne, Foc gther shore schemes a Block-Schales methodology is weed 10 volue options.

: The expectad volatity of shara price opplied In the oplion priing modets is basad on historic Brodiord & Bingley pk share price data over o period equivalent to the expected

: lite of the scheme or since Ihe date of ficotion [4 December 20001 if shorter.

+ Awards greanted under tha Executive Incentiva Plon are gronted based on performance in the procoding finoncial yeor. The performance criteria inchuda guolilative elements

+ which ore not datermined until the oward date, that is, ofter the end of tha relevant financial yeor, The gront date Iheratore eccurs atter the emnployeas to whom the aword is

: made hove begun providing services. Iy accordance with IFRS 2, the grani dale fair value s Inltially astimalod for the purpasas of recog) thﬁ:g 1hiz services received during the

: period belween service commencement date and gron! dote. Tha fair volue s then revised once the octual grant dote hos been estal

- The weightad average share price of the date of exercise for share options exertised dusing the yeor wos £4.8157 (2005: £3.2722).

The toflowing information applies to options ouistending at 31 December 2006 and 31 December 2005:

31 Docember 2004 31 December 2005

Weightod Weightod overoge Weighted Weighted overoge

averoge exercise Humbor of exorcisable remaining life {yoors) average Number of exerisoble remaining Me lyears]

prico optiona (000s]  Expected CGControctual  axordse price options (000st  Expected  Confroctual

i £200-£4.00 £2.8378 399,633 0.2 5.7 £27513 149,860 0.2 6.1
The movements in the number of share options [Execulive Share Option Scherme and the Sharesave Scheme) con be summarised as follows:

: 2006 . 2005

Walghted awaroga Waighted overage

: Numbers of options exprrise price Nyumber of oplions exencse price

i Tetal number of options outsianding ot 1 January 2,793,592 £2.5194 4,029,514 £24770

: Granted 719,658 £3.7166 665,558 £2.5793

; Exercised (698,698} €2.4809 1594.549} £2.5210

! Forleited {81,053} £2.6381 (1.116,424) £2.3861

£ffec of modifications and cancellotions {132,819) £2.7474 {110,102 £2.3965

Expired {19,193) £2.8167 {80,40%5) £2.8980

Total number of options outstanding at 31 December 2,583,487 £2.8456 2,793,592 £25194

: Exertisgble ot 31 Decermnber 399,633 £2.8378 149,860 £27513

: inotdition 10 e GOOVE BPNON Schermnes, Ihe LIoUp hos severdl pre- 2003 SChemes which ofe 312 10 Mature, homely EXeaiive Shots Ophon Scheme 2001 Gna 2002 schesnes
¢ 400,701 pplions outstanding ot 31 December 2004} and Sharesave 2001 (S yeark and 2002 15 year] schemas {142,759 options outstanding o 31 Decermnber 2006).

SIUNoD By




54 Brodtord & Bingley An-unt repor: & oocounts 2006

Notes to the financial statements

: 6, Share-based payment continued
The amount recognised in statf costs for share-bosed payment fransactions with employees may be summorised as follows:
: Group Group
2006 2005
: &m £m
} Executive Share Oplion Scheme - 0.4
! Sharesave Scheme 0.5 0.5
¢ Employees’ Restricled Share Bonus Plon 0.1 02
! Performance Share Plan 0.1 06
: Executive Incentive Plan e 11
: 4.6 28
: The falr value of ha shares for the arrongements n which shares ore granted was based on the quoted shore price.
! 7. Taxation
: Group Group
2006 2005
: £m £m
Current taxction expense
! UK corporation tax on profits for the year (48.5) {60.3)
Adjustments in respect of previous years 13.8 09
: (34.7) 159.4)
! Foreign toxation (20.) {22.2)
: Tolo! current taxation (54.8) {81.6)
: Deferred taxation expense
i Originofion and reversal of iemporary differences (see nofe B) (14.2) 6.9
i Total toxaticn expense per the Income Statement (69.0) 17471
The following tax was recognised directly in equity during the yeor
Relaling to equity-setiled transactions - 1.6
Relaling to ovailable-for-sale debt securities . 3.2 (6.5)
Relating to cash flow hedge raserve {8.9) -
Relaling to actuarial gains ond losses on post-retirement benelil obligations {5.9] 78
: _Relaling to share-based poymenis 0.5 0.3
i Net [charge)/credi? to equity M. 3z

The 2006 foreign laxation charge indudes o charge dwﬁws:to.wﬂlhmspedol previoys periods.
: The folal taxotion expense differs rom the theoretical amoun! that would be derived by applying the basic UK corporation tax rate to the Group's

i results as follows:
: Group Group
2006 2005
: £m £m
i Profit before taxation 2467 2635
UK corporation fax at 30% . {74.0) 179.0)
| Effecisof
. Expenses nol deductible tor taxation (3.6) {2.9)
Lower rate on overseas earnings 3.0 30
: _Adjustments in resped of previous years 5.6 37
: Total taxation charge for the year (69.0) (7a.7)
! Effective tax rate (%! 28.0 8.3
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! 8. Deterred taxation

i The net deferred taxation asset is alfributable to the following:

: .
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: Group Assets Ligbilities Nel
: 2008 2005 2006 2005 2006 2005
: £m £Em €m £m €m £m
¢ Inferesi-bearing assets 15.1 380 {10.8) . 4.3 38.0
i Property, plont and equipmen) 4.6 55 (3.6} 4.0) .o 1.5
QOther assets 11 03 {2.8} 7.5 {17} 7.2
: interest-bearing liabililies - - {14.8) (40.3) (14.8) {40.3)
i Other habilities 2.4 08 2.9) 32 {0.5) (2.4)
: Pensions and other employee benefils 248 8.1 7.4 - 17.4 38.1
: 48.0 82.7 (42.3) {55.0) 5.7 277
: Offset {42.3) (5500 423 550 - -
: 5.7 277 . - 5.7 27.7
Company Assets Liabifilkes Ned
: 2008 2005 2006 2005 2004 2005
: £€m Em £m £m £m Em’
i Interest-bearing assels 13.7 9.4 (r.1) - 44 94
. Property, plant and equipment 34 34 . . 34 a4
Other assets - - (2.6} (7.6} {2.6) {7.6)
! trterast-beoring liobiities . - a8 9. {14.8) LAY
i Other liobilities . - . . N -
! pensions and other employee benefils 24.8 38.1 {7.4) - 17.4 kIR
: 41.9 509 {33.9) i26.7) 8.0 24.2
: Offser {33.9) {26.7) 339 26.7 - -
: 3.0 24.2 - - 8.0 242
> The movements in the Group's temporary differences during the yeor and previous year were as follows:
: at Racognived Recagnised at
1 Jonuary 2006 _ Inincome in oguity 31 Decombaer 2006
: €m em em £m
! Interest-bearing assels a0 (31.4) 2.3} 4.3
¢ Property, plont and equipment 1.5 {0.5) - 1.0
: Other ossels {7.2) 55 . (n.7)
* Interest-beqring liab#ities {40.3) 255 - (ta.8)
i Other ligbiliies {2.4) 1.9 i - (0.5)
: Penslons and other employee benefits 3s (15.2) {5.5) 17.4
: 277 14.2) T (7.8} 57
Al Recognised Rocognised At
} Jonuory 2005 in incoeme i oty 31 December 2005
: £m Em £m £m
! Interest-bearing assets 242 138 . 38.0
! Propenty, plont ond equipment 68 15.3) - 1]
: Other assels {13.6} 1.3 {4.9} {7.2)
! Interest-bearing ligbilities 127.4} {129 - 140.3)
: Other liabliities 7 0.7 - {2.4]
i Pensions ond other employee benefits 29.3 0.7 8.1 38
: - 17.6 6.9 32 27.7
: The movemenits in the Company's temporary differences during the year and previous yeor were as follows:
: At Recognised Recognisod a
. 1 Janvary 2008 In come in aquity 31 Docember 2006
: - Em £m £m em
! Interest-bearing assets 9.4 {2.5) 2.9) 4.6
: Property, plant ond equipment 3.4 - . 34
. Other ossets {7.6) 5.0 . {2.6)
! Interest-bearing fiabikities (9.1} 4.3 - 114.8)
1 Other liabilities - - - .
! Pensions and other employee benefils 38.1 {15.2) (5.5} 17.4
: 24.2 (8.4) 7.8} 3.0
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: 8, Deferred faxation continued

10. Earnings per share
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n Recogrised Recugnised Al

1 Jonwary 2005 Inincome n equily 31 Decernber 2005
H £m £m £m £m
! Inferesi-beoring assers ' 135.7) 45.1 - 94
i Property, plont and equipment a7 1.3 - 34
: Other assets : 74 (10.1) {4.9) (2.6)
! Intesest-bearing liabilifies 19.6 138.7) - 19.1
: Other liobliities 0.7 0.7 . .
i Pensions and other employee benelits 293 07 8.1 38.1
: 26.0 15.01 32 242
! 9. Dividends
i Dhvidends recognised in the year were s follows:
: Group and Company Group ond Company

2006 2005 2004 2005

: Pence per thare Pence per shora £€m £m
; 2004 final dividend . 114 - 710
: 2005 Interim dividend . 60 . 317
: 2005 final dividend 123 - 776 -
i 2006 interim dividend 6.6 - 41,6 -
: 18.9 17.4 1192 108.7
i Proposed final dividend lunaccrued) 13.4 12.3 B4.6 776

: Dn 12 Februory 2007 Ihe Directors proposed that o davidend of 13.4 penco per shara (2005 12,3 pence) be paid on 4 May 2007 o shareholders on Ihe Register af the dase of
: buskwss on 23 March 2007, making atofulpmposeddﬂdendhr:l’:gemof?ﬂﬂpernl‘zoo&133pencelArasoMiontoopptmmemnmolmtdedend' will be put to
* tha shoreholders ot the Company's Annual General Masting to be on

* has not been ocorued In the Balance Sheeat a3 It was not a liabiity of the Bolance Shest date.

24 Apdl 2007. In accordance with AS 10 *Events after the Balonce Shee! Dote” this proposed dividend

Group Gioup
2006 2005
H pence pence
: Basic _ , 20.2 30.1
 Diluted 28.1 300
Earnings per share Is caleulated using the following amounts of profit aftributable to equity shoreholders:
: Group Group
2006 2005
H £em £€m
¢ Profit for the finoncial year 177.7 1888
Earnings per share is calculated using the number of ordinary shares as tollows:
: Group Group
2006 2005
: Shares {m]  Shoresim)
t Weighted overoge number of ordinary shares in issue 630.2 627.2
: Dilutive effect of ordinary shares issuble under Company share schemes 2.0 L5
! Dilyted welghted average number of ordinary shares 632.2 628.7

: n'nemmdweighredavemgenumbuolordrmysmreschwbvesswmgthmdshumsmmculdbeiswedosomae:dsnngslnnopﬂmsandmhetshu-a-bmed

amongements ore in foct issued. tssuance of these odditionat shores would have no material impod on the Group's

. payment eamings.
: mmedbvurﬁmedmmwichmduﬁnedlmmwmhuvebemmmbdedﬁumlhecatdﬂbnoiaaningsperﬂmmlfeyomwamedmu
: they are cancelied untd such 5ima a3 they vest unconditionally 1o the employoe.

11. Loans and advances to banks

A1) December Gloup Company
: 7006 7005 7006 7005
: £m £m €m £m
: Loans and advances to banks include the following omounts 30.9 34.4 304 227

which relate to items in the course of collectlon from other banks
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¢ 12. Loans and advances to customers

! Ar31Decomber Group Company

: 2006 2005 2008 2005

: £Em £m £m Em

i Net of impairment (see note 13)

. Advances secured on residenfial properties 33.431.1 284785 19,5054 143078
Other secured advonces 2,700.6 26486 2,741.4 26850

- 19,648.7 156338

Amounis due from subsidiary undertakings -
36,131.7 311270 41,895.5 326266

13. Loan impairment loss

: Group On commardol
: property ond
On residentiol housmg -
mortgoges associalions Toral

: £m £m £m
i Allowances for credit bosses against loans and advances to customers have been made as follows:
i At 1 Jonuary 2006 46.1 2.3 48.4
' Write-offs (13.9) . (13.9)
! Impairment charge/lcredit) 15.4 {0.7) 4.7
i Discount unwind 0.2 - 0.2
1.7 {0.7} 1.0
i A131 December 2006 . 47.8 1.6 49.4
: The Income Staternent chorge/Icredit) comprised
i impairment charge/Icredil) 15.4 {0.7) 14.7

Recoveries {7.5) - (7.5)
:  Discount unwind 0.2 - 0.2
! Total Income Statement charge/icredit) 8.1 0.7) 7.4

: Allowances for credi losses against loans and advances to customers have been made s follows:

¢ Al Jonuory 2005 389 3.1 420
: Write-olfs (59 - (5.9
: Impoirment charge/laredif) 12.8 0.8 120
! Discount unwind 0.3 - 0.3
: . 7.2 (0.8] 6.4
: A13) Detember 2005 46.1 2.3 484
. The Income Statement charge/|creditl comprised
1 Impoirment chargeAcredith 12.8 {0.8] 120
Recoveries {6.6 - (6.6}
i Discoun! unwind 0.3 - 03
: Totdl tncome Statement chorge/lcredit] 6.5 10.8) 5.7
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Notes fo the financial statements

i 13. Loanimpairment loss continued

: Company On commercial
: property and
On residential housing
mongages assodiclions Total
: £m £m £m
: Aflowantes for credit losses ogainst loons and advonces to customers have been made os follows:
: Al 1 January 2006 12.3 23 14.4
: Write-offs (5.7 - (5.7)
3 Impoirment charge/itredil) 4.8 {0.7) 4,1
(0.9} 0.7} 1.6}
: Al 31 December 2006 1.4 1.6 13.0
: The Income Statement credit comprised
impairment chorge/Icredit) 4.8 {0.7) 4.1
Recoveries {5.0) - (5.0)
: Total tncome Statement icredit] {0.2) {0.7) (0.9)
: Allowances for credit losses aguinst loans and advances lo customers hove been made as follows:
: At 1 January 2005 14.0 31 17.1
! Write-offs 1.2 - na
¢ Impoirment credit (0.5 {0.81 .3
11.7) 1038] 2.5)
! At31 December 2005 12.3 23 146
: The Income Statement credil comprised
1 Impoirment credit 0.5 (0.8 (1.3}
Recoveries (5.1 “ (5.1
{ Totol Income Staternent credit 15.6] (0.8) 16.4)
3 14, Secured funding
: Group
¢ A1) December 2004 Dateof Securitised Sacyrod
: ronsoction assets tunding
: £m €m
Securitisations
:  Aire Valley Finonce IN0.2) pk October 2000 445.4 453.2
Aire Valley Mortgoges 2004-1 plc* October 2004 17750 1,775.0
Alre Valley Mortgoges 2005-1 plc* April 2005 998.5 998.5
Alre Valley Mortgoges 2006-1 plc* August 2006 2,430.1  2,430.1
Aire Valley Warehousing 3 Lid? December 2006 11,0000 1,000.0
: 6,609.0 6,656.8
: Covered Bonds
i Brodiord & Bingley Covered Bonds LLP* Moy 2004 1,945.7 1,342.0
Bradford & Bingley Covered Bonds LLP* May 2006 3,018.7 2,082.1
Bradford & Bingley Covered Bonds LLP* Juna 2006 asve 2427
Bradford & Bingley Covered Bonds LLP* Qctober 2006 614.0 423.5
59303 4,090

12,5993 10,747.1
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i 14, Secured funding conlinued

: A1 31 December 2005 Datecl  Securiised  Secured
' fronsaciion ossels furding
H £m £m
! Securitisations
:  Aire Valley Finonce (No.2) plc October 2000 620.7 618.0
Airg Valley Morigages 2004-1 plc* October 2004 17750 17750
Aire Valley Warehousing 114d* February 2005 5125 500.0
Aire Volley Warehousing 2 Lid* Februory 2005 512.5 500.0
Aire Valley Mortgoges 2005-1 pic* April 2005 998.5 998.5
: 44192 43915
i Covered Bonds
! Bradford & Bingley Covered Bonds LLP* May 2004 1,663.1 13420
: Total 60823 57335
¢ *The Comparny held £12.133.9m of martgage ossets as ot 31 Dxmmnms;ss.m.ammmwmmnmnmw\gd£1o.2'$3.9mmo&

i £5,115.5mi

A “speddl purpose vehicle” {SPV) is a structure comprising one or more lega! entities, set up to ad as o trus! for debl investors, with the aim of
: obtaining financing outside the regulatory capital of the Group. The righis fo marigages are fransferred to the 5PV, which operales under a Trus!
: Deed to distributa revenue ond capital flows 1o the trust beneticlories. The mortgages remain on the balance sheet of the morigage issuer,

: {a) Aire Valley Finance (No.2) plc

: This 5PV issued £1,000.0m of loan notes in October 2000 to purchose a £1,000.0m interest in mortgages. A start-up loan of £22.9m in the form
! of subordinated debt wuas provided by Bradford & Bingley plc. Secured assels al 31 December 2006 were £465.4m (2005: £620.7m), loan notes
i £453.2m (2005 £618.0m) and subordinated debt £23.0m (2005: £23.0mi.

: {b) Aire Valley Mortgoges 2004-1 plc

! This SPV issued £2.000.0m of mu'ti-urrency loan notes denominated In US Dollors, Euros and Sterding in October 2004 to purchase a £2,000.0m
: share In the Master Trust. In September 2005 £225.0m of loan noles wera redeemed. At 31 December 2006 the value of the share in the Master
¢ Trust was £1,775.0m (2005: £1,775.0m).

I () Alra Valloy Mortgoges 2005-1 pic
: This SPV issued £998.5m of multi-currency loan noles denominoted in US Dollars, Euros and Sterling in April 2005 to purchase a £998.5m share in
3 the Master Trust. Al 31 December 2006 the value of the share in the Master Trusi was £998.5m (2005:£998.5ml.

: (d) Alre Valley Mortgages 2006-1 pic
3 This SPV issued £2,430.1m of multi~currency loan notes denominated In US Dollars, Euros and Sterting in August 2006 to purchase 0 £2,430.1m
: share in the Master Trust. At 31 December 2006 the value of the share in the Master Trust was £2,430.1m.

i (o} Alre Valley Warehousing 1 Ltd and Aire Valley Warehousing 2 Lid
i This was a warehouse degl for £1,000.0m issued in February 2005 which matured in August 2006.

! {n Alre valley Warehousing 3 Ltd
i This is a worehouse deal issued in December 2006 for £1,000.0m to purchase a £1,000.0m share in the Master Trus!, and expecied lo moture in
: 2008. At 31 December 2005 the value of the share in the Master Trust was £1.000.0m.

! (g) Brodiord & Bingley Covered Bonds LLP

* The covered bond was launched In Moy 2004 with the issue of a Euro 2,000.0m note as part of a Euro 10.000.0m programme, with bullet .
* moturlly In May 2010, A covered bond Is a full recourse debt instrument secured ogains! a podl of ellgible mortg_loges. Brodford & Bingley Covered
: Bonds LLP a Limited Liability Partnership, wos formed, and o frustee was oppointed te ensure compliance with the covered bond rules. The pool of
I martgeges remains on the balance sheet of the mortgage issuer. This covered bond structure reprasents @ revolving credit ogreement, the value

: of qualifying mortgages cannot foll below the value o?lhe loan notes, ond qualifying loans are taken into the partnership to ensure this. The

: covered bond programme issued o further series of loan notes during the year.

! In May 2006; Euro 1,000.0m with bullet moturity in May 2011 and Euro 2.000.0m with bullet maturity In May 2016.

: In June 2006: CHF 300.0m with bullet maturity in June 2012 and CHF 250.0m with bullet moturity in June 2016.

: InQclober 2006: CHF 250.0m with bullet maturity in October 2010, CHF 300.0m with bullet maturity in October 2013, CHF 250.0m with buflet

: maturity in October 2018 and CHF 200.0m with bullet matyrity in October 2031.

: As ot 31 December 2006 the funding of £4,090.3m (2005: £1,342.0m} was secured against £5.930.3m [2005: £1.663. 1mj of morigages.

N
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Notes fo the financial statements

! Salg procends from asset disposals were £0,5m (2005: £0.7m) rasufting in a loss on sale of £l {2005: £0. 1m loss] which has boen changed in the income Statement fo deprediation
: ond amortisation, In oddition, sale proceeds from the sale and leasebock of land and bulldings wera £6.6m [2005: £9.6m) resulting In o profif of £5.7m (2005: £B rn) which has
: been Included in the Income Statement in nonroperating income.

; 19. Property, plant and equipment continued
: Compary Equipment,
: tondand  fixtures and
buildings vehides Tolal
: £m £m £m
i A1 Jonuary 2006 96.6 92.7 189.3
: Addllions 0.2 57 59
! Disposals (3.7) (157) (19.4)
At 31 Decernber 2006 : 93.1 82.7 175.8
! Deprecigtion
t A January 2006 303 777 108.0
| Depreciation charge for the year 1.1 52 6.3
: Disposals {2.4) {15.6) {18.0)
© At 31 December 2006 29.0 67.3 94.3
| Net book value
i At 1 January 2006 66.3 15.0 81.3
I At 31 Decemnber 2006 64.1 15.4 79.5
| ! Cost
| : Ar'l Janyory 2005 1001 903 1904
| : Additiens _ . 72 72
| : Disposals 3.5) (4.8) 8.3)
: At 31 December 2005 96.6 927 189.3
! Depreciation '
. At 1 Januory 2005 306 781 108.7
: Deprecialion charge for the year 11 42 53
: Disposals 1.4 (4,6) (6.0)
At 31 December 2005 303 777 1080
: : Netbook value
. ¢ At 1 Jgnuary 2005 69.5 12.2 B1.7
: A131 December 2005 66.3 150 81.3

\
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i 20.Intangible assets
e Group Compary
: £€m £m
 Cost :
¢ A1 January 2006 : 102.8 62.6
; Additions 18.7 1.5
: Disposals : (7.2) {7.2)
: A1 31 December 2006 1143 66.9
' Amortisation ‘
i Al Jonuary 2006 ' 55.3 489 .
: Amortisation charge for the year . 1Nn.o 33
: Disposols : : {7.2) (7.2)
i A131 December 2006 59.1 45.0
i Net book votue ,
i Asat 1 January 2006 47.5 13.7
} Asat 31 December 2006 ) 55.2 219
: Cost .
i A1 January 2005 ' 791 571
) : Additions 249 6.6
! ! Tronsfers from subsidiory undertakings - o)
i : Disposals 1.2) {1.2)
; : A3} Decemmber 2005 1028 62.6
| : Amortisation
, ¢ A 1 Jonuary 2005 50.0 486
¢ Amovtisation charge for the yaor 6.5 1.5
! Disposals 01.2) .2
: A131 December 2005 55.3 489
i Nef book value '
Al ) Jonuary 2005 29.1 8.5
: Al3) December 2005 475 1237
¢ Allcl the Infangible Dssefs purchased during 2005 ond 2008 wera acquired seporciel, not as par of busingss acguisitions. .
: 21, Deposits by banks
I A31 December Group Comparry
: 7006 2005 1006 2005
: £m £m £€m £€m
i Deposits by banks include the following amounts which 106.7 90.7 105.0 830 .
relate to items in the course of transmission
H .2m [2005:; ol oup s deposits . : o 'ompary. wara carmed ai foxr value, an remoinder of
E omortised cosl.
! 22. Customer accounts :
i 8131 December Group Compary
: 2006 2005 2006 2005
: &m £m Em £m
| Amounts due fo subsidiary undertokings - - 15,3349 82375
Qther 22,201.0 21,050.1 19,207.9 18,5460

22,201.0 21050.7 34,542.8 267835

* A131 December 2006 £34.1m (2005; £5.1mj of the Group's customer occounts, and €34, 1rn (200 {2005: £5.1m) of thosa of tha Company, were camied of folr volue, and tho

* remainder a) amortised cost.

23. Dabt securities in issue ,

Al 31 December Group Compary
: 2006 2003 2006 2005
: &m £m Bm &m
: Bonds and medium term notes 10,2960 79703 10,2960 79376
: Other debt securities in issue ) 7.545.3 6,607.3 950.5 2.243.5

17,841.3 145775 11,2465 10,181.1

i A1 31 December 2006 £12,250.0m [2005; £8,528.6m] of hie Group's debl securllies In issue, and £7,118.1m [2005; £6,197.0m) of those of the Company. wera carmied ot fair
! value, ond the remainder of amonised cost,

" sjunodop 8yl
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i 24, Other ligbilities

: A131 Dacember Group Compery '
: 2008 7005 2008 2005
H : &m £m em £m
: -Income tox 42.5 410 413 403
i Surplus conversion shores 26.2 277 26.2 2717
i Other creditors 46.9 721 40.4 61.8
: 1156 140.8 107.¢ 129.8

TR Tcoma fax FOGITY Comprsas Toxes 0eduUcted of source Tior ITGras poid 1 TNvestors, Ond Fom femeErolion Of SEHoyecs O DHeCion.
: 25. Accruals and deferred Income

: A131 Dacemben Group Company
: 2004 2005 2008 2005
: gm £m em £m
! Accrued inferest on subordinated libilities 19.6 190 2538 247
¢ Deferred income 28 35 2.8 s
Other 62.0 105.7 55.5 764
: 84.4 128.2 84.% 104.6

i 24, Postretirement benefit obligations

: {o) Pension schames

i The Group operates a closed defined benefit staff pension scheme, the Bradiord & Bingley Staff Pension Scheme {'the principal scheme’), which
: Is administered by trustees. The funds are independent trom those of the Group. The normal pension age of employees in the schemes Is 65.

The Group also operates o defined contribution scheme, tha Brodford & Bingley Group Pension Plan. The funds of this scheme are independent from
3 those of the Group. The Group and Company had no fichilties or prepayments assodated with the defined contribution scheme at 31 December

3 2006 2005; £nill. The cost to the Group of the defined contribution scheme was £1.2m (2005: £1.4m) and the cost o the Company was £0.9m

: 12005: £1.9m)

: (b) Other post-retirement benefits

{ The Group provides healthcare benefits o some of its pensioners. The healthcare benefits ore provided through a post-retirernent medical

! scheme Into which Ihe Company confribules 100% towords the cost of providing medical expense benefils for members who refired before

: 1 January 1996 and 50% for members who relired affer this date. The lota! number of members of the scheme as at 31 December 2006 was
* 557 {2005: 579). Private medical costs ore assessed in occordance with the advice of a qualitied octuary.

¢ {¢) Accounting treatment

} The Group accounts for post-retirement benefit costs in accordance with 1AS 19 {omended) issued in December 2004. The lull net actugrio! defictt
* s corried on the Group and Company Balance Sheels, and actuarial goins and losses are taken to Group and Comporiy refained earnings rather
¢ than being charged or credited in the Income Statement. The actuarlol gain recognised in Group and Company retained earnings during the year
: was £20.1m (2003: loss £26.0m).

Nore than one employing Group entity contributes 1o the pension schemes. As there is no contraciual agreement or sialed policy for charging the net
! defined benefit cost to individue! Group entities the net defined benefit cost is recognised In the Financial Staterments of the Compary (being the sponsoring
entity} whie other indivicual Group entities, in their individual Rnancial Statements, recognise o cost equal to thelr contributions payabie for the: period.

: (d) Employee benefit obligutions
: The amounts corried In the Group and Company Balance Sheets are as follows:
i A1 December Defined benefit Post-refirement
: pension plans rmedical benellts Total
2006 7005 2006 2005 2008 2005

: £m £m £m £m £m £m
; Present value of funded obligations 621.9 6042 10.6 87 632.5 6129
! Fair value of plon assets (549.3) {5007} - - |549.3) (5007}
Nel bability 72.6 103.5 10.6 8.7 83.2 112.2
: Amounts carried in the Balance Sheet

Liabilities 72.6 103.5 10.6 8.7 83.2 122
i Assels - - - - - -
: Net liability 72.6 103.5 10.6 8.7 83.2 112.2
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i 26, Post-retirement benefit obligations continued

! (d) Employee benefit obligations confinued
: The amounts recognised in the Group Income Staterment are as follows:

Defined benefit Post-retirernent
pension plans medical benefits Totod
2006 2005 2006 2005 2006 2005

: Em £m Em £m €m £m

: Curren! service cos! 75 8.6 0.1 0.l 7.6 8.7

! Interest on pion obligations 283 265 04 0.6 287 27

: Expected relurn on plon gssets {29.1) {26.4) - - {29.1) (26.4}

! Pasl service costs . 08 . - - 08

. Gains on curtoliments - - - (0.6} . {0.6)

: 6.7 9.5 0.5 43 7.2 96

! Actual refumn on plon assets 45.7 76.9 - - 45.7 76.9

* Allgmounts above have olso been recognised in the Company Income Stoferment with the exception of £ 1.7m (2005 £ 1.8m) of fhe cufment service cost which has been recognised

* within other Group compondes.

i Changes in the present value of the defined benefll obligations were as follows:

: Defined benellr Post-setiement

pension plans medical benefits Toral
2006 2005 2006 2005 2006 2005

: £m m £m £m £m £m

: Opening delined benefit cbligations 604.2 500.2 87 13 6129 5115

: Current service cost 7.5 8.6 0.1 0.1 7.6 87

: Contributions by employees 0.9 04 - - 0.9 04

 Interest on plon obligations 28.3 265 0.4 06 28.7 27.1

! Posi service costs - 08 - - - 08

: Gains on curtgiiments . - - (0.6} - 10.6)

: Actuarial (galnl/loss (5.3) 788 1.8 (2.3} (3.5) 76.5

* Benefits paid (13.7 LNy {0.4) 0.4} (14.1) .5

¢ Closing defined benefit obligations 6219 604.2 10.6 8.7 632.5 6129

 Changes in the fair volue of plan assets were os follows:

: Defined benefit Post-refirement

pension plans medical beneflts Total
2008 2005 2006 . 2005 2006 2005

: £m £m Em £m em tm

Opening fair value of plan ossets 500.7 426.9 . - 500.7 4269

| Expected return on plan assels 291 264 - - 29.1 26.4

: Contributions by employing enfilies 1.9 16 0.4 0.4 153 8.0

i Contributions by employees 0.9 0.4 - - 0.9 0.4

* Actyariol gain 16.6 50.5 - - - 166 50.5

! Benefis paid (12.9) Ly {0.4) 04  (13.3) (11.5)

¢ Closing fair volue of plan assets 5493 500.7 - - 549.3 500.7

The Group expecls to contribute £4.2m 10 its defined benefit pension plons in 2007,

¢ The maijor categories of plan assels as o percentage of total plan assets are os follows:

i AI131December 2006 2005

; Equities 47% 46%

: Property 15% 19%

: Bonds 7% 5% é’(—
Gilts 26% 30% g
Cash and other 5% 5% 5

100% 100% g
o
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Nofes to the financial statements

! 26. Past-ratirement benefit obligations continued

. {d) Employee benefit obligations continued
i The principal octuarial assumptions {expressed as weighted averagest were as loliows:

: 2008 2005
! To determine benefit obiigations

! Discoun! rate of 31 December 51% 4.7%
: Future pensionincreases 3.1% 2.8%
: Rate of salaryincrease 5.1% 4.8%
! To determine the net pension cost

! Expected return on plan assels 5.0% 6.2%
. Discount rate 4.7% 53%
: Rate of salaryincrease 4.8% 4.8%
: For post-retirement medical pkan

{ Discouni rate 5.1% 4.7%
: Inflation 3L1% 2.8%
i Medicol cost trend for 2006 7.3% 8.0%
i Medical cost trend folling linearly for 2007 - 2011 7.3% to 4.5% B.0% lo 4.5%
i Medical cos! trend from 2012 4.5% 4.5%

! Indefermining the expectad lang-tarm raturn on plon ossats tho Comparnty consikdered the current level ol expecied relurns on risk-ree ivestments |primarily governmeni
: bondsl, the historical level of risk premium assockated with 1he other asset ckasses in which Ihe portfolio is rwested ond the expectalions for future returns on each assetf dass.
1 The expeciod rehum for each assel doss was then weighted bosed on the torget asse! atlocation 1o develop the expected long-term return far the portfolio.

The principal assumptions made on life expectoncy were for both active members and retired members 10 use PA92 [YOB) base rated up by 2 years.
3 Asaoniltusiration of the mortalily rates used, the fulure life expectancies from age 60 are shown below:

: Male Female
i Non-refired members’ life mortality® ' 259 28.7
{ Retired members' life expectoncy® 238 26.8

*based on 1965 yeor of birth.
*based on 1935 year of birth,

: Sensitivity
! The lollowing table lustrates the sensitivity of the pension scheme defined benefit obligation to tour key assumptions: the discount rate, the rofe
¢ of inflation, the rate of salary growth and the mortallty assumption.

: Assumplion Change In Assumption impact on Benefit Qblgation
: Discount rate Decreose by 0.5% Increase by 12.5%

¢ Inflation Increase by 0.5% Increase by 10.9%

: Salary growth above inflation Increase by 0.5% increase by 1.8%

: Mordlity Decrease by | year Increase by 2.4%

i il the gssumptions were Io change by the somes amoun hﬂuoppoﬂ:edmwnloﬂmeibmm.h benefit obligation would decrease by o simiar percentoge 10 those

. shownin the table in eoch case,

Assumed healthcare cost trend rotes hove an effect on the amounts recognised in staff costs. A one percentage point change in assumed
: healthcare cos! trend rates would have the following effects:

2006 2005
: £€m £m
! Effect on the oggregate of service cost and interes! cost 0.1 0.1
: Effect on defined benedit obligations 1.9 1.8
2006 2005
: £€m £m
} Experience adjustments on post-retiremenlt medica! plan liobilities 0.1 0.1
i 27. Provislons
: Group and Company Empty
: azehold Compansotion  Restructuring Pension
H promisos clakms costs review Totad
: At 1 Jonuary 2006 1.3 25.0 8.1 0.7 349
i Charged in the yeor 2.0 89.4 - - 9.4
¢ Utilised in the yeor (0.4) (29.5) 1.0} {0.6) (31.5)

: A131 December 2006 2.7 84.9 7. 0.1 94.8
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i 27. Provisions continued

: Empty leasehold premises

} The empty leasehold premises provision relates fo properties which as at the Balance Sheet date were no longer used for trading but were

! subject to a lease ogreement. The provision is based on either known or forecost future rental expenditure; the rental poymenis are due to be
made during the period 2007 to 2015.

: Compensation claims

! Compensation claims relate to potentiaf paymenis lo customers for business written in the past by the Group's independent advisory business.

: The provision is calculoted on the basis of 6 reasonable estimate of the size and expected timing of claims. Notwithstanding this, external fectors
3 such as the performance of the stock market and marke agitation could influence both the size and timing of payments.

: Restructuring costs

: Other restructuring costs refate to redundancies and contract terminations which had occurred by the Balonce Sheet date. The provision
! represents amounts expected to be paid In 2007, It alse includes a Frovision for an insurance premium 1o cover the professional indemnity llability
: gssodated with businesses disposed of during 2004; the liability will

Pension review
: The pension review provision has been esiablished fo cover compensation payable in connection with phases one and two of the pension review and
{ diso a review of Iree-standing additional voluntary contributions. The provision represents an estimate of the amount o be expended during 2007.

run off over the next four yeors.

! 28. Subordinated ligbilities

i A3 December Group Company

: 2006 2005 7006 2005

: £m £m €m £m

! Dated

i Sterling subordinated notes due 2010 128.5 132.2 128.5 1322
Sterling step-up subordinated notes due 2011 . 128.1 . 128.1
Sterling perpetual subordinated notes due 2013 240.0 2500 240.0 2500
Sterling fixed rate step-up subordinated notes due 2018 246.2 - 246.2 -
Sterling perpetucl subordinated notes due 2019 2024 2143 2024 2143
Sterling fixed rote step-up subordinated noles due 2022 198.2 208.6 198.2 208.6
Sterling subordinated notes due 2023 126.7 126.5 126.7 1265
Sterling perpetual subordinaled nofes due 2032 . - 165.2 1743
Sterling subordinoted notes due 2054 . - - - 149.6 1500

: 1,142.0 10597 1,456.8 1,384.0

* Undoted

I 13% sterfing perpetual subordinated bonds 55.0 550 55.0 55.0
11.625% sterling perpetuo! subordinated bonds 50.0 50.0 50.0 500

1,247.0 11647 1,561.8 1,489.0

: The carrying values of the kobiities ore on an effectiva interest rate basis which tokes Infe account issue costs. The carrying volues of hedged ilems olso incdude adpsiments to

: reflect chonges In tha fair volue of hedged risks.

! Tha sterling subcrdinaled notes due 2010 pay inferes! a1 a rota of 7.625% per annum until their maturity. Tha steding slep-up subordinaled noles due 2011 poid inferest i rate of
5 8.375% per onnum until 28 December 2006 when the Compeny redeemed them on the call dote. The sterling perpeiual subordinated notes due 2013 poy interes) gta rote of

* 5.425% and ore redeemable by the issuer of ils option on 20 December 2013 and on each fifth anciversary therectter, The stering lixed rate steprup subordinated notes due 2018
: pavhtuasloiaruteols.sﬁpcrmmmuﬂl15Juwow20l3M|enﬂ*ueCmpomrmayeithermdeemthemorpoylmerestulurmeofo.BS%obweheemnihGBPuwR.The
! sterling perpetual subordinated notes due 2019 pay interes! of a rote of 4% and are redeemable by the Issuer of I option on 10 Decernber 2019 and on each fifth onniversary

! theregfter. The steriing fixad rote step-up subordingted nofes due 2072 pay inferest ot o rate of 5.75% per annum un| 12 December 2017 when the Compony may either redeem
: them, as above, o poforufeollrﬂmﬁ'hubovehmlmnﬁveyaorg’h.ﬂnmdngsubwdmwdno@esmezm:!pwimmuumto|6.625lunﬁlmarmuﬂ.lrtw.1hn

H s!erlingperpehldsubordmtodmiesdeOJ?pwhmdomeof&.%!‘lmM!M\ezmzmnhc«r\puwmredeemm.osobm.olpcyurn‘leolinreresiza'b
¢ above the relevani five year gill, The stering subordinated notes due 2054 pay infercs! quarterly af a rate of 1,3% obove three month GBP LIBOR, and can be redeemed of tha

H opﬂmdﬂirwmawonmmmlsnm1mmdoteonwswscqoemwmmmmdm.Inmtmbdhisnvesdperpennlmdhmedbonm.vmlmm
: no maturity date, is pavable hatf-yecrly in armears

None of the subordinatad llabilitias con be repaid ot the borrower's ophion, excep! as stated abave. The rights of repaymant of the holders of the subordinated debt, including

: perpetval subordinated bonds, are subordnaled to the claims of all depositors ond creditors a3 regords the principal ond interes) thereon,
! Interest Incumred by the Group in 2006 with respect 1o subordinoted liabédities wos £79.9m {2005:£78.8m) ond interes! inaumed by the Company was £%8.6m {2005: £95.6m1.

29. Other capital instruments

1 A3 December Group
! 7006 ~7005
: Em £€m
¢ Perpetual preferred securities 145.2 174.3
: 165.2 1743

i The carrying volues of hedged flems include odjustments fo reflect changes in the fair volua of hedged risks. As 1his is o ixed rate instrument, @ hedge is used to limit the

! axposure fo changes in lair value arising due to o ts in marked §

© On 79 May 2002 £150.0m {£148.5m net of expenses} of 4.462% guaranteed, non-voling, non-cumulgtive, parpetual preferred securities, Series A, were issued through Brodtord
: & Bingley Capital Funding LR, o Jersey basad Limited Parnership. These securities ore not subject o any mandatory redemption provisions and quatify os Tier | regulatory

: copitok they ore redeemabke by the issuer af its oplion on 2 June 2032 and on eoch fifth anniversary theredtter. They have o ftxed coupon ond, i not redeerned in 2032, the

* coupon will be reset of a rta equol to the sumn of the relevard five year benchmark git rote phus @ margin of 2.3% per annum. The Group is not to, ond will nos, make any
i payments to tha holders of the preterred securities ather than these ko which tha halders of these securitias are sniifled urider the terms of the profermed securiiles. Interest

1 incurred in 2006 in respac of these secutities was £8.7m (2005: £9.7ml.

roles.

sjunoxoayy
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Notes fo the fincancial statements

i 30. share capital

i Group and Company ondinary shares of 25p each:

. 1004 2005 2006 2005
1 Number of shares {m) em €m
¢ Ordinary shares quthorised as ot 1 Jonuary and 31 December 882.0 8820 220.5 2205
! Ordinary shares issued and fully paid os at 1 January 634.4 634. 158.6 158.5
* Ordinory shares Issued during the year - 0.3 - o
Ordinory shares Issued ond fully paid as ot 31 December 634.4 6344 158.6 158.6

. 0.3m ondinary shares were issued during 2005 to the Brodford & Bingley Employees’ Share Trust for g lotal of £1.1m.

: Ar31 December 2006 the markel price of Brodford & Bingley pk shares was 470.25p (2005: 410.50p).

: As ol 31 Decomber 2006 3,547,889 of the Company's shares [2005: §,153,250) wern held by Irusts for 1he purposa of satisfying the cbligations of incentive plans; further detalls
: of these Incentiva plons ore given below, The cosi to the Group of Ihese shares (3 occounted for o3 @ deduction from retalned eamings of £10,4m [2005; £18.2m).

: Tha Company has one dass of shares: ordinary shares of 25p eoch, ranking equaly in rasped of rights ottaching ha voting. dividends ond in tha even! of a winding-up.

: Brodford & Bingley Employees’ Share Trust

: On 3 October 2000 the Compony established an offshore employee share trust, the Bradford & Bingley Employees’ Share Trust, for the purpose of
: recelving monies and acquiring shares to be used in conjunction with any employee share schemes established by the Compony. At 31

: December 2006 the trustee of this trust, Holifax EES Trustees international Limited, held 3,320,380 (2005: 4,512,760} shares lo satisfy share

: gwards and oplions which have been made or are to be made in atcordance with the rules of the empl shore schemes established by the

: Compary. The trust hos waived in full its righls to receive dividends on the shares held except in respect of the Executive incentive Plan where

: dividends are received in full by the trust and distributed to the underlying beneficial holders of the shares. This trust currently holds shares relating
i fo the Executive Shore Cplion Scheme, the Employees’ Restricted Share Bonus Plan, the Performance Share Plon and the Executive Incentive Plan

: which cre delalled in note 6.

: Executiva Share Option Scheme

: Grants of approved ond unapproved share options were made under the rules of the Bradford & Bingley 2000 Share Oplion Scheme os detalled
1 innote 6. The shares are exercisable subject to the achievement of a performance target linked lo an Increase in the Compony’s earnings per

: share, The options over shares are exercisable over the period of three to len yeors ofter the dote of the grant. Al the year end there were options
. outstanding over 772,222 (2005: 1,463,332) shares. .

Sharesave Scheme
: The Comgcmy operates the Bradford & Bingley 2000 Sharesave Scheme, an Inland Revenue approved, all-employee Save As You Eam share

: option sche

i markel price on the date of the grant. There were 1,406 three year and 479 five year savings contracts In place at the end of 2006 represented by
: afolal of 2,355,725 shares under option [2005: 3,273,764). A further invifation to partidipata in the scheme will be issued In February 2007.

: On 8 December 2000 the Bradford & Bingley Qualifying Empleyee Share Ownership Trust was established to aoquire shares for employees, induding
: Direclors, to safisfy options exercised under Ihe Sharesave Scheme. At 31 December 2006 the Trust held a fotal of 227,509 shares [2005: 1,640,490}
: to satisfy options which are expected to be exercised under the Sharesave Scheme. In resped of dividends arising on the shares held, the Trust has

: walved its rights to all but 0.0001 pence per share. No funds to acquire shares were provided by the Company 1o the Trust during 2006 {2005: £nll).

me, Grants of share oplions under this scheme were made os detalled in note 6. The opfion prices represent o 20% discount fo the

{ Employees’ Restricted Share Bonus Plan

! In April 2002 the Employees’ Restricted Share Bonus Plan was established to allocate shares to employees following the achlevement of specified
: performance measures. The shores will be released to the individuals in tranches annually in the three years following the ollocation or onthe .

: third anniversary of the award, depending on the conditions under which they were awarded, and subjed fo them remaining employed by the

: Company on the onniversary dates. Al the year end there were 126,080 shore allocations outstanding 2005: 223,145,

: Performance Share Ptan

: Shares wera awarded under the rules of the Bradford & Bingley 2000 Performance Share Plan as detailed in note 6. The shares will be released to
! the individuals alter the end of the performance period subject to the achievemen! of a performance criterion which megsures the performance of
: the Company ogainst a peer group of companies. The number of ovistanding share awards af the year end was 1,034,950 (2005: 2,084,082,

! Executive Incentive Plan
: The Executive Incentive Plan 2004 was established to provide o replacement ia the short and long term Incentive plans for senior execulives. The
: short term element consists of a cash payment based on the achievement of pre-defermined shori term performance measures and on equivalent
i amount of deferred shares that are held in trust for three years. Dividends receivable on the deferred shares are paid 1o the underlying beneficial
: owners of the shares. After lhree years the long term element of the scherne may be applied in the form of an odditional oword of maiching shares
: sui:}ecl 1o earnings per share growth. Matching share awards will be mode when compound earnings per share growth is between RPI plus 3%

an

RPf plus 8%. The maximum number of matching shares will be three matching shares for each deferred share, At 31 December 2006 there

were 586,088 deferred shares held in trust (2005: 341,990}




i 31. Reconciligtion of changes in equity
Groug

Avoiilable-
for-sale

Rutgined
eqmings
[4,]

Astributoble
fo equity
holders

Em

i A1 January 2006

6.2

1,129.8

1,340.3

3 Net change in available-for-sale instruments
i Net change in cash flow hedges
1 Actuarial gains on post-retirement benefit obligations

(7.7}

14.1

(7.7)
4.8
14.1

i Net gains/llosses) nof recognised in the Income Staternent
i Profil for the financiol year

{7.7)

14.0
177.7

1.2
177.7

: Total recognised income

7.7)

191.8

188.9

! Dividends

i Use of own shares on exercise of employee opfions

¢ ond for other employee share plans

¢ Fgir volue of share options taken to share option reserve
i Delicit on share option exercises

(119.2)
7.8

4.6
{2.5)

1119.2)
7.8

4.6
(2.5)

i At 31 December 2006

(1.5)

1,212.3

1,419.9

Available-
tor-sale
reserve

Retained
eamings

£m

Attributable
to equily
holders
£m

At 1 Jonuary 2005

9.00

1057.2

1.235.6

Net change in avatable-for-sale instruments
: Net change in cash flow hedges
i Aclugrigl gains on post-retirement benefit obligations

15.2

118.2)

15.2
15.8
(18.2)

: Net gains/ilosses) not recognised in the Income Statement
! Profit for the financial year

15.2

{18.2)
188.8

12.8
188.8

: Total recognised income

15.2

170.6

201.6

! Dividends

. 1ssue of share capital o Employees’ Share Trust

i Use of own shares on exercise of employee opfions

: ond for other employee shore plans

: Fair value of share options taken to share opfion reserve
! befiil on share option exercises

[108.7)
{1

45
{1.2)

{108.7]

8.5

45
11.2)

: Ar3) December 2005

1,129.8

1.340.3

Retoined
escmings
£m

Attributable
10 aquity
holders

£m

: ALY January 2006

925.2

1,135.7

i Net change in avoilable-for-sale instruments
: Net chonge in cosh flow hedges
¢ Actuorial gains on pest-retirement benefit obligalions

14.1

(7.6)
4.8
14.1

Net gains/flosses) not recognised in the Income Statement
: Profit for the financial year

14.1
151.4

113
151.4

i Total recognised income

165.5

162.7

: Dividends

i Use of own shares on exercise of employee options
and for other employee share plans

i Fair value of share oplions taken to share option reserve
: Deficit on share option exercises

(119.2)

7.8

4.6

[2.5)

119.2)
7.8

4.6
(2.5}

Al 31 December 2006

981.4

1,189.1

$JuUN00D 8y}
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Notes to the financial statements

i 31. Recondiliation of changes in equity confinued

: Companry Share Copial  Avoilhie-  Caoshflow ) Attributable
. Shore pemium  redemption for-sale hedge Retained To equity
capital reserve reserve resarve resarve eamings holders
: £m £m £m £m £m Em £m
AtV January 2005 158.5 39 25.0 9.0} - 880.6 1,059.0
i Net change in available-for-sale instruments - - - 152 . - 152
i Net change in cash How hedges - - . - 158 - 158
i Actuarial losses on post-retirement benefit obligations - - - - - 118.2} {18.2}
! Net goins/[losses) not recognised in the Income Statement - - - 15.2 158 18.2) 128
. Profit for the financial year - . . - - 160.8 160.8
 Tolal recognised income - - - 15.2 15.8 142.6 173.6
: Dividends - - - - - {(108.7} (108.71
¢ Issue of share capital to Employees” Share Trust 0.3 10 - - - nu -
! Use of own shares on exercise of employee options - - - - - 85 8.5
and for other employes share plans
! Fair value of share options taken to share option reserve - - - - - 4.5 45
: Deficit on share option exercises - - - - - (1.2) 1.2)
Al 31December 2005 158.6 49 250 6.2 15.8 9252 11357

: ﬁmstnmpmmbmmmmpmaﬂstmolensﬂemﬂbnmemdfmmuedshamuvermemmm\nmdmm.neloimucﬁonmm
: mmpﬂulrademptbnmmmundmrhasdao!mrplmmuﬂmdmrasmdiommuhlhmmmmﬂolcowdwhmshmes repudmedbvt&eCorrwm

were
cvailoble-for-sale reserve reprasents cumuiotive fatr volue movements on assats whidh are still held of the Balance Sheet date ond are dossifled a3 ovolloble-for-sale.

The: cash flow hodge reserve represerts cumuiative Fair value movements on finandal instruments which are st hekd of the Bolonce Sheet date and aro effective cash flow hedges.
32. Capital commitments

! Ar3) December ' Group and Compary
: 2006 2005
. Em £m
! Capital expenditure confracted for but net provided for 1.1 23
! 33, Oparating lease commitments

A1 31 December Gioup and Compony

: 2006 7005

: £m £m
: The amounts of remals poyable under non-cancellable operating leases are as follows: -

: Poyable in less than one year ' 7.6 7.5
: Poyable in between one and five years 245 234

! Poyable alter more than five years 35.9 329
! Total payable 68.0 63.8
: Thesa cperating leases relate o land ond buildings and equipment.

i 34, Other commitments

A3 December Group Compary
: 2006 2005 2006 2005

: £m £m £m £m

! lrevocable undrawn Joon facilities 2,305.7 2,288.8 522.0 ‘756.6

i Partly paid share capital in subsidiary entity - - - 78

2,305.7 272888 5220 764.4

The Company hos provided a number of financial guarantees to ofher Group companies. The Directors do nol expect any claims to ba made ogainst tha Company under these
1 guomaniees ond hence no provision has been made.

: 35, Critical accounting estimotes

in preparation of the Group's and Company's Finandal Statements, estimates are made which offect the reported amounts of assets and
! labiities; estimates are kept under continuous evaluation. Estimates ond judgements are based on historical experience, expectations of future
: events and other factors.

Postretirament bonefit obligations
I The net deficit In respect of post-retirernent benefit obligations i carried on the Batance Sheet, The value of this obligation is colcuiated by the Group's
! actuories using the ossumptions sef cut in note 26. Nofe 26 also discloses the sensitivity of the benefit obligations to changes In certain key assumptions.

i Effective interest rata

! Loans and ndvances Io cuslomers ore accounted for on an effective inferest rate basis, under which the income is spread over the loon's

: enpected life. On o quarterly basis, models are reviewed lo re-assess expected Ife by portfolio of products, bosed upen actual redemptions by
i product. I the estimated average life of a loan were increased or reduced by one monih the Balance Sheet amount of loans and advances to
i custormers o 31 December 2006 would be higher by £4.0m or lower by £4.0m respectively.




3 subsidiory
1 Noimpairmen! has been recognised on ory of these balonces.
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: 35. Critical accounting estimates continued
.: Loon impairment Lo . . - _—
! The Group reviews its loan impairment on o quarterly basis. Impairment models use historical loss experience to provide both prebabilities of
: defaults ond property forced sale discounls across o portiolio of products. In addilion, management applies a risk weighted view on additional
: faclors, such as specific fraud cases. If average house prices were to increase or decrease by 5% the reported impairment at 31 December 2006
: would be £11.1miower or £11.9m higher respectively. - .

i 36, Related party disciosures

: The key management personnel of the Group and Company are the Company’s Execulive and Non-Executive Direciors and senior monagers..

! The Group and Compary have related party rekationships with the key management personnel and wilh the Group's pension schemes. In

: addition, the Company has retated party relationships with its subsidiory underiakings; the Company’s principal subsidicries are listed in note 17,
. 1 ond trensactions between the Company and s subsidiaries are en arms’ length ferms, .

: The Directors' Remuneration Report on pages 36 1o 38 gives details of the Compary's Directors” solaries, fees. pension entitlements, share

1 options, shere plans, other incentives and other benefits. Further delails of the accounting treatment of pensions are given in note 26, and further
; defaits of the accounting freatment of share-based payments in nole 6. The Directors' interests in the Company's shares ore shown on page 24,

: and the Directors were poid the dedared dividends in respedt of those shores. - : :

: Detolls of the Group’s and Company's transactions and balances with the Group's pension schemes are given in nofe 26. There were no amounis -
! due to or from fhe schemes o1 31 December 2006 {2005: £nil). ] :

: A summary of Ihe remuneration of the key maﬁogemehl personnel is as follows; these amounts include the remuneration of the Directors which
; is sef outin detail on pages 351038, A

Group and Company
006 2005
H E000 000 -
! Solaries and other shori-term benefils ' 3,850 3710
! Termingtion benefils ‘ o 434 M
! post-employment benefils . : ‘ - 226 696
i Share-basad payment 1,425 1,187
¢ Total (Included within note 4] ' ] 5,935 5934
¢ The balances due from related paﬁies ond volumes of Iransactions were os follows: 4 .
: 2006 2005
H . . . £000 £000
: Debtors outstanding at 1 January - : . 92 298
i Net movement over the year ’ . , - {60} 16
: Debtors outstanding at 31 December - LT - 232 - 292
 Interest earned ' . T j - C 13 12
Company B ) Subsidiaries Kay personnel
: - 2004 2003 7006 2005
. . - . £m £m £000 £000
: Debtors outstanding at 1 Jonuary o . 15,6338 103538 26 KI
: Nel movement over the year o 40149 52800 {26) i5)
Debtars outsianding al 31 December ) . 19,648.7 15,6338 - 26
 Interest eamned - 972.5 786.1 - 2

: The balances with key pertonnel ara mort s s5ued on the Group's usual commerdal terms, inchuded within “loans and odvances o customers”. The debiors due from
voble

undertokings ore ganercly repayoble on demand, poy Inferest ot o commercal LIBOR-reiated rate, and gre inchuded within “loans and advances fo customers”.

The bolances due fo refated porties and volumes of transactions were as follows:

! Group o ) Key personned
S . 2006 2005
: . £000 £000
I Credilors outstanding at 1 jonuory 540 256
¢ Nel movement over the year . : 1199) 264
: Credilors outstanding at 31 December « - , ) . : N 540

{ interest expense R - : 16 14
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i 36. Related party disclosures confinued

! ' Company Subsidiories Key personnel
: 2008 2005 2006 7005
: em £m £000 £000
: Creditors outstanding at ) Jonuary 8,237.5 45718 540 256
Net movemenl over the year 7,097.4 36657 {199) 284
: Creditors oustanding at 31 December 153349 82375 33 540
¢ Interest expense 336.5 3578 16 14

The bolances with key personne! ara savings products issued on the Group's usual commercial ferms, induded wilhin “customer occounts”. The creditors due To subsidiary
! undertakings are generally repayable on demand, bear Infesest of o commerdal LiBOR-related rate, ond are included within “auslomer occounts”.

tn addifion lo the interest income and expense shown above, the Company had other fransactions withits subsidiaries as follows:

2006 2005

: Em £m

: Dividend income 39.6 40.2

{ Manogement charges 2 62

i Other 1.4 0.9

: [EX] 47.3

¢ 37.Events after the Bolance Sheet date

: As shown in note 9, on 12 February 2007 the Directors proposed the payment of o dividend of 13.4 pence per share,

i 38. Financial instruments

i (o) Fair values of financigl assets and financial liabilities

1 Ab31 December 2006 Oroup Compary

: Carrying Fair Corrying Folr

vatuo vatue vauo vaive

: £m £m m em

i Fingncial assels ] ] '

! Cash ond balances af central banks 202.6 202.6 202.6 202.6
Loons and advances fo banks 3,301.4 3,301.4 2,4131.5 24135
Loons and advanices lo customers 36,1317 359853 41,8955 41,8744
Debt secyrities 5,299.9 5,299.9 4,840.9 4,840.9
Derivative finoncial instrumenis 291.0 291.0 278.2 278.2

: _Other financiol ossels 34.2 34.2 40.3 40.3

Tota! financial ossets 452608 451144 49671.0 49,6499

! Financial kabiities

i Deposits by banks 1,5124 1,512.4 885.0 865.8
Cuslomer accounts 22,2010 22,1896 34,5428 34,5316
Derivative finondia! instruments 493.4 493.4 408.8 408.8
Debl securities In issue 17,6413 17,8447 11,2465 11,2413
Subordinated ligbilities 1,247.0 1,385.% 1,561.8 1,698.1
Other capitol instruments 165.2 162.2 . -

: Other financial iobilifies 128.5 128.5 121.7 121.7

: Tolal financial kabilities 43,588.8 43,717.0 48,767.4 48,8873
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: 38. Financial instruments confinued
i {a) Foir values of finandal assets ond financiad kabilities continued

i &3] December 2005 ) Growp Compory
: Carrying Foir Carmying Foir
volue volue vaivo value
: £m £m £m £m
: Financiol assets
{ Cash ond bolonces af central banks 49.6 496 492 49.2
Loans and advances to banks 32047 32047 23155 23155
Loans and odvances 1o customers 31,127.1 313940 326266 327798
Debt securifies 57240 57240 51635 51615
Derivative financial instruments 2628 262.8 2000 200.0
: Other financial assets 1244 124.4 126.7 126.7
Tolal financiat ossets 404926 40,7596 404815 406347
! Financial fiabilities
! Deposits by banks 17216 2216 10092 10092
Customer accounts A 21,050.) 21,0837 267835 26,8156
Derivative financial instruments 331 331 341.4 3414
Debt secyrities in issue 14,577.6 14,5693 10,1811 10,1974 .
Subordinoted fiobifities 1,164.7 13145 14890 16348
Other capital instruments 174.3 170.3 - -
1 Other financial liabilities 029 107.9 24.1 941
! Total finandiol libilities 391273 392964 39,8983 40,0925
* Fair value math

i Cash ond balkances of central banks: the fair vale [s their carying omount, Loans ond advonces to bonks: the fair valua |s their carrying amount. Loans ond advances to

i qustomers: the fair volue i estimated from expected future cash discounted of current market rotes, tha falr value is shown net of impeirment. Deb! securities. the foir

! volue s thelr cormying omount. Derivative financial instrument assals ond llabilities: the fair volue is thelr carrying amoun. Gther lingncial assets: the fair valug is thelr carryin

! omount, Depasits by banks: the lokr vaise is the cormying omount, Customer occounts: the fair volue ts estimated from expocted huture cash flows, discounted al current {
' rotes. Deb! securlties in issue, sybordinated Babiities and oiher captiol Instruments: e fair value is based upon quoted morked fricas in aclive markets or discounted expecied
I cosh flows using market rotes applicable 1o the aredi quakity and Meturtly of the instrument. Other financial lobities: the: foir voiue is their comying amount.

: Nofinanciol ossats were redassilied during the year between omortised cost and foir vedue calegories.

i The carrying volues of financial assets and finandiol lkabillties which ore categerised as “held for troding” ond “of fair value through profit or loss®

! were os follows: _
A 31 Decernber 2006 Group Compary
: Assets  Licbiities Assehy  Liabllies
H £m em £m €m
: Held for troding . - . .
! Atfair vatue through profit or loss . - . 37.2
i A131 Docember 2005 Group Compary
: Assels Uablities Assets Uoblities
: £m £m £m £m
: Held for frading . - - - -
: At fgir vahue through profit or loss ' 46.) - 62.5 -
' eld fos troding' 65 a 1erm wsed n 1AS 39 ond represents finandal insiruments carried ot lair value; the Group did nof corry oul trading activities of hold a trading book during the
} YEO! Of PIEvious year,
: (bl Finoncial instruments not derecognised
: Group and Company 2004
Carrying vatue of securities Folr vohoo of securfties  Transaction maturity dates
: £m Em
i Morigage-backed securities 280.9 281.3 lessthan 12 months g
: Group and Company 2005 E
Carrying value of securfiies Four voloe of securibies  Transoclion moturily dales g
H . £m £m
} Morigoge-backed securities 4510 452.0  fess than 12 months a’

* This Iable shows odditional information about assets which hove been sold bit are subject 1o an ormangement wheseby the Group and Company remain exposed 10 the
1 eCoNOMmic risk on tha assels. in oddition, certain loans to cusiomers have been securitised, os expioined in note 14,
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i 38. Financial instruments continued

! {c) (nterest income and expense on financial instrumants that are not ot falr value through profit or loss
* During the yeor, total interest income and expense (cakuloted using the effective interest rate method] for financial assets and finoncial labliities
that are not at falr value through profit or loss were:

Group Group
2006 2005

: &m £m
1 Interest income 2,379.7 21345
! Inferes! expense (1,872.7) 11,6666}
{d) Hedging and hedge effectiveness
: The fair values of hedges ore detailed below:
. A3 December Group Group  Company  Company
: 2006 2005 2004 2005
£m £m £m fm
: Assets
i Fair value hedges - derivatives 263.9 245 2511 182.3
i Cash flow hedges - derivatives 19.0 17.7 19.0 17.7
i Tolc hedges 282.% 2628 270.1 2000
. Other derivalives 8.1 - 8.1 -
2910 7628 2762 2000
| Liabilities

Folr volue hedges - derivatives 481.5 1299 vs9 3402

Cash flow hedges - derivatives . 38 12 3.8 12
: Total hedges 4853 3311 400.7 N4

: Other derivatives 8.1 - a -

493.4 g 408.8 KEN

{202.4) 68.3) {130.6) 1141.4)

: The Group undentakes derivative transoclions to hedge risk exposures, and mancges fisk by use of foir walue hedges ond cosh flew hedges. For those tonsoctions which quality
* ond are designated as fair value or cash flow hedges, hedge occounting maatment is applied. .

: Falr valua hedges are primarlly used fo hedge agains! changas in foir volue of fixed rate products due to movements in markel Inlerest rates. For the year ended 3 1 December

i 2006, the Group recognised falr value geulns of E0.4m 12005: £1.1m, representing the ineHective portion of the fair volua hedges.

1 Cash iow hedges ore used to hedge |

. ransaction. The cash flows of the underlying assets and liabiBligs are dosely malched by those of the cash flow hedges. Any gains of lossas on cash flow hedges ore recorded
' in equity undll tha hadged cash flow occurs, whereupon they are transterred o profit or loss for the period. As al 31 December 2004, net gains occurmdated in equity were

! £20.6m |2005: £15.8mi net of tox and the ineffective portien of those hedges was Enil [2005: £nfl.

rtskofexpo.wrebvntbbmydmmflawsaﬂrhmhlsrooponl:durnskossodofeddihnrecogrisednsselorﬂub&mémbmmsl

eHeciiveness ks measurad and assessed on on bngoing basis and was detenmined K be eflective thoughout the yeor and previus yecr. Changes in fakr values and cash flows

} Hedge

> ol tha hadged Ilems were dimos) fully offset by changes i foir walues ond cash flows of the hedging instruments, and aciual aftectiveness was within a ronge of B0% 10 12 3%
: The Group has recognisad embedded derivalives within certain of I1s products ond has dassifiad them with derivatives in occordance with 15 39,

: Crther derivatives ofe effective economic hedges but are not dassified as either foir value or cash flow hedges under A5 32.

{e) Cotlcteral
; The Group and Company pledge and receive collaterat for repurchase agreements, reverse repurchase ogreements and some derivative contracts.
! {i) Fingncial assets pledged as collaterat

Al 31 Docgmber Oroup Group

2006 2005

Roverso Raverse

Cosh colluteral repurchase Cash colaterol repurchase

on defivatives agresment o derivalives ogreements

Carrying vatue Carrying valw Corrying value Carrying vakre

: £m £m £m £m
: By counterparty

Banks 123.2 - 1425 -

Customers - - - 28.0

123.2 . 142.5 8.0




: 38, Financial instruments continued
: {e) Collateral continued

i A131 December Company Company
: 2006 2005
Reverse Reverse

Cash colloteral repurchass Cash collateral repurchase

on derivatives ogreaments on dertvatives ogreements

Carrying volue Carrying vwiuve Corrying volue Corrying value

: £m Em £m £m
: By counterparty ' '
- Bonks 123.2 . 1425 -
Cuslomers 2873 - 1.2 2580
410.5 - 153.7 280

: Derivatives are transacted under ISDA with CSA annexes and as such require coliateral 1o be posted from fime 1o time.

: (i} Collutenal held which con be sold or repled;ged in tha absence of default by the owner of the collateral

i A3 December Group Group

: ) 2006 2005

Cash collotera ] Repurchase Cash collateral Repurchase

o0 derbeotives ogresmants on derivolives ogreements

Foir volue Fair vailue Fair value fak valve

: £m £m £m £m
! By counterporty -

1 Bonks 47.6 38.6 - 102.0

Customers " 320 89.9 39 237

79.6 128.5 39 145.7

At 31 Decernber ’ . Company Compoary

: 2006 2005

Cash collatera! Repurchaio Cash collateral Repurchase

on derivotives agroements on derfvathves agreements

Foir value Folr value Foir volue Fair vatye

: £m £m £m Em

1 By counterparty -

¢ Banks 47.6 38.6 - 1020

Customers 320 89.9 39 437

' 79.6 128.5 39 145.7

The Group ond Compary pledge governmen securities under repurchose agreements for short-farm finandng aciivities.

{f) Nature and extent of risks arising from financial instruments
¢ The risks thot the Group is exposed o and the Group's approach o risk managemen, are discussed in the Business Raview on pages 1810 21,
Risks are manoged on a Group basis, and hence o description of risk management policies s not provided separately for the Company,

! Financial instruments used by the Group for risk monagement purposes include derivative instruments. Such insiruments are used only fo limit the
i axient to which the Group will be aHedled by changes in interest rotes and exchange rates. As part of its responsibiiities, the Group’s Asset and
: Liability Management Committee ALCO’) approves the use of specified derivative instiruments within approved limils and business activities.

! The Group does not underioke transacions for troding or speculative purposes and all o the Group's derivative instruments are for commercial

: hedging purposes. Hedge accounting is applied os appropriate, as detailed in the accounting policies note 1(n), The principal derivative

i instruments used by the Group in manaeging its Balonce Sheel exposures are interest rate swaps. interest rate options, interest rate futures,

! cross-currency interest rate swaps ond foreign exchange contracts. These are used to protect the Group from exposures orising principally

: from fixed end copped rale mortgege lending, fixed rate savings products, deposi funding, forelgn currency exposures ond investment aclivities.
: The duration of derivotive instruments is generally short-to jum-term and thelr maturily profite reflects 1he nature of exposures arising from

: underlying business activities. Substantially all of tha Group's derivatives activily is contracted with finandial institutions.
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i 38, Financial instruments continued
i {f) Noture and extent of risks arising from finandial instrumants continued

: (i) Credit risk ]
: Before taking account of any callateral, the maximum exposure to credil risk os at 31 December was:
: ' Qeoup Group Compary Company
2006 2005 2006 2005
: ) em £m £m £m
! Cosh and bolunces af central banks 202.6 496 202.6 49.2
: Loans and advances 1o banks - 3,301.4 3,204.7 2,413.5 2,3155
: Loans and advances to customers 36,1317 311270 41,8955 326264
: Debt securities 5,299.9 57240 4,830.9 51635
- Derlvalive financlalinstrumenis 291.0 262.8 278.2 200.0
; Other financlal assels 34.2 1244 40.3 126.7
: Total on-balance sheet 45,260.8 404926 49,6710 40,481.5
trrevocable undrawn loon facilities {off-balance sheet) . 2,305.7 2,288.8 522.0 756.6
Total maximum exposure to credit risk 47,566.5 427814 50,193.0 41,238.1

¢ Inraspect of kans ard odvonces to banks and customers and derivative finonaal iﬁstrumems, the Group and Company may hold reverse repurchase agreements and may alse
H hold cash a3 security, Loons and advances o customers are secsred on property,

(il Liquidity risk
: It should be noted that many financial instruments ore settled eorlier than their contractual maturity dates; in particutor, many morigoge loons are
! repaid eorly. The controctual maturities of financial assets and liobilities were as follows:

! Geoup nnet  Inmorethon  Inmore thon

+ Al 31 Decermber 2006 monathan  theee months one yeor bul

: Ihree but ot more  not mona thon inmore than

On.demand months  than one yeor five years fiver yoOIrs Toral

: £m Em £€m £m m £€m

| Assels

i Cash and bolances at central banks V7.8 - - . 184.8 2026
Loans and odvances to banks 1,166.5 2,044.2 . 90.7 - 3,301.4
Loans and advances to customers - 1ma2 484.1 2,203.2 33,3252 36,1317
Debt securities - 837.7 519.8 1,233.4 2,709.0 5,299.9
Derivative financiol instruments - 22 25.3 207.5 56.0 291.0
Other gssels - 0.6 50.9 {37.6) 113.7 127.6

1 Total assets 1,184.3 °  3,003.9 1,080.1 3,697.2 36,3887 45,354.2

! Liobilifies '

:  Deposits by banks . 58 507.9 3059 340.5 - 1,512.4
Cuslomer accounts 16,465.6 2,324.8 1,547.5 1,862.1 10 22,2000
Derivative financial instruments - 4.6 117.4 224.6 144.8 493.4
Debt securities in issue . . 2,650.2 4,222.1 8,358.1 2,6109 17,8413
Subordinoted liabilities . - ) . . 128.5 1,118.5 1,247.0
Other capital instruments - - - - 165.2 1865.2
Other ligbilties . 152.1° 219 27.4 83.2 4740

: Total liabilities 16,823.7 5,639.6 6,404,.2 10,9412 412546 43,9343

: Group net liquidity gap (15,639.4) (2,635.7) (5,324.1) (7,244.0) 32,2631 1,419.9

: A137December 2005 '

* Tolalassels 1,032.4 2,858.9 13019 44146 31,2324 40.840.2
Total ligbilitles ' (18,075.6) {5.194.1) {3.520.9) {8,293.11 14.416.2) 139,499.9)

{ Group net liquidity gop (170432) (23352) (2,2190) {38785 268162 1,340.3




; 38, Financlal instruments confinued
: {f} Noture and extant of risks arising from financial instruments continued
;i) Liquidity risk continued
: Company Innot  Inmorethon  n more than
. A1) December 2006 move thon  three months  ona yeor but .
! : thoe buinotmore notmorgthon  bnmore than
H ©On demand months  than one year {va yeors five yoors Total
£€m £m £m £m £m £m
| : Assels
| i Cash and balances af centrol banks 17.8 . . - 184.8 202.6
Leons and advances to banks 370.0 2,043.5 - - . 24135
Loans and advances 10 customers 19,648.7 108.0 407.5 1,973.5 19,7578 41,8955 L
Debl securities - 672.0 449.) 9878 2,732.0 48409
Derivalive linancigl instruments - 22 253 194.7 56.0 278.2
Other assets | 5433.7 0.6 43.5 {46.4} 81.6 623.0
: Total assets 20,580.2 2,826.3 9254 3,109.6 228122 50,2537
i Liobilities
t  Deposits by bonks 152.6 413.5 9.7 - - 8358
Customer accounts 29,2759 2,078.6 1,414.8 1,773.5 - 34,5428
Derivative financiol instruments - 23.6 88.1 180.9 116.2 408.8
Deb) securilies in issue - 2,150.2 1,734.7 51915 2,700 11,2465
Subordinated liobilities . . - 128.5 1,433.3 1.561.8
Other ligbilities - 150.8 157.5 27.4 83.2 4189
i Total lighilitias 29,4285 48167 - 37148 7,301.8 13,8028 49,064.6
i Company net liquidity gap (6,848.3) {1,990.4} (2,789.4) (4,192.2) 19,009.4 1,189.1
: Al 31 December 2005
Total assels . 16,5440 2,485.3 91346 39771 174118 413318 i
: Total liobilities 23.572.8) 14,6721} (2,841.6) 6.950.6 2,159.01  140.196.1)
: Company net kquidily gap {7.0288 12,1868) (192800 (29735 152528 1,135.7
E ) Market risk
; Inlerest rote risk
: As a1 31 December effective interest rates on financial instruments fell into the following ronges:
: Group Group Company Company
2008 2005 2006 2005
: % % % %
¢ Financicl assets
! Loans and advances to banks 2.51-5.34  227-540 2.51-534  2.27-540
Loons and advances to customers 3.27-5.90 5.15645 5.27-5.90 515645
Debt securities 0.07-8.63 0.14-850 0.07-8.63 0.14-8.50
| Financigl iabilities
! ' Deposits by banks 0.25-5.68 216477 3.1B-5.68 2.16-4.77
| ! Customer accounts 0.25-7.50 065600 0.50-7.50 2.15-5.81
Deb! securlties In issue ] 0.10-8.58 001-818 0.10-6.49 001-8.18
Subordinated liabilities 550-13.0 583-837 550130 583437
Other capita)insiruments 6.462 6.32-6.57 6,462 6.32-6.57
: The Group hedges fixd faie Gnd foreign curmency balonces info sterfing Tioating fofes.
: The Group reguiarly measures Hs exposures o o range of inferes! rote scenarios. Based on detoled mdeﬁ{h%uswmpm. at tha end of 2006 the Group estimated the impact
too rmanh interest rotes os on improvemnent In Its lorecast net Inserest Income of £4.0m over the course of the following 12 months,
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i 38. Financial instruments continued
; {f)y Nature and extent of risks arising trom financial instruments continued
¢ [iilt Markel risk continued .

* Interest rote risk continued
: A positive interest rate sensifivity gap exists when rore assets Ihan liabitities re-price during a given period. Although net inferest incomne tends to

¢ benefit from a positive gap when inlerest rates are rising (and suffer o negative gap when rates are falling), the actual effect will depend upon a

1 number of foctors, induding the extent fo which repayments are made earfier or [ater than the next reset or maturity date, The carrying armounts of

¢ derivative financial instruments, which are principally used to reduce the Group's exposure 1o interest rovements, are induded under the heading

: "nonvinterest bearing’, The following tables analyse the re-pricing periods of Group assets and liabilities ot 31 December 2006 and 31 December 2005:

: Al 31 December 2006

Mora than Morg than More than Mors than

Not more 1 yoor but 2 yoars but 3 yoars but 4 yoors but
than 1 not more thon not more than  not more than  not move than Morethan  Nomdnterest
yoar 2 years 3 years 4 years Syears Syecrs bearing Total
: em £m em em em £m £m em
i Assels
i Cosh and balances at central barks - . - - . . 202.6 202.6
Loans and advances to banks 3,210.7 410 49.7 - - - - 33014
Loons and advonces to customers 21,3944 4,758.2  3,803.5 1,568.9 125 1,743.6 (49.4) 36,1317
Debl securities 4,155.1 184.3 372.9 237.4 200 330.2 - 52999
Derivative financial instruments - . - - - - 291.0 9.0
: QOther assels - - - . - - 127.6 127.6
! Totdl assets 28,7602 69835 4,226.1 1,806.3 9325 2,0738 5718 4523542
: Liobilities and equity : } '
Deposils by banks 1,172.2 3402 - - - - - 15124
Customer occounts 20,365.2 806.8 1,024.0 - 5.0 . - 22,2010
Derivative financial instruments - - - - - - 493.4 4934
Debt securities in issue 13,1468.4 5558 1,350.9 104.5 6719 19898 - 17,8403
Subordinated liabilities - - - 128.5 - 1,118.5 - 12470
Other copita! instruments ' . - - . - 165.2 . 165.2
Other ligbilities - - - - - - 4740 474.0
Equity . . ' - . - - 1,419.9 1,419.9
Totul liabilities ond equity 34,7058 1,7028 2,374.9 233.0 6769 3,273.5 23873 453542
; Ofi-balance sheet items 6,189.5 (4,108.9) (1,549.2) (),444.9) (272.7) 1,186.2 - .
: Interesl rate sensitivity gop 439 1718 302.0 1284 {17.1) (13.5) (1,8155) -
Cumulative gop 243.9 1,415.7 1,717.7 1,846.1 1,829.0 1,815.5 - .
! A13YDecember 2005 Morethan  Morethon © Morethon Moo thon
. Nol mare 1 yoar b 2 years but 3 years bt 4 years but
than1 nolmorethan  notmorethon  nodmore than  not more than Morethan  Norrinterest
yeor 2years. Jyears 4years Syears 5 yeors bearing Tota!
: £m - £m £m £€m £m £m £m £m
! Assets
: Cashand balances ol ceniral banks - - - - - - 49.6 49.6
Loans and odvances lo banks 3,150.} - 273 273 - - -, 32047
Loans and advances lo customers 219147 2,593.8 3.416.1 5499 1,040.5 1,660.5 (484} 31.127.)
Debt securilies 42334 242.2 185.1 372e 3385 3519 - 57240
Derivative finonciol insiruments o - - - - - 2628 2628
: Other assels - - - - - - 472.0 4720
Total assats 29,298.2 28360 3.626.5 950.1 1,379.0 20124 7360 40,840.2
: tiobilities ond equity
! Deposits by banks 1,395.4 - 3262 - - - - 17216
Customer accounls 19,401.4 776.4 2333 639.0 - - - 21,0501
Cerivative finandal instruments - - - - - - 3311 33
Debl securities inissue 12,2411 2993 576.9 1.344.3 - 1160 - 14,577.6
Subordinated hiabilities 128.1 - - . 132.1 904.5 - 1,164.7
Other capital Instruments - - - - - 1743 - 1743
Cther ligbilitles - - - - - - 430.5 480.5
I Equity - - - . - - 1,340.3 1,340.3
Total labilities ond equity 33,166.0 1,075.7 1,136.4 1,983.3 1321 1,1948 21519 40,840.2
OH-balance sheet items 29N.2 793 [2,761.3) 1,582.5 19457} - (946.0) - -
¢ Interest rate sensifivity gop 1876.6) 1,839.6 {269.2) 549.3 3012 (1284} 1,415 -
Cumulafive gop 1876.6) 963.0 6938 1,2431 15443 14159 - -
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: Ordinary dividend
1 21 Mar Ex~dividend date
: 23 Mor Record date

i

.,
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Shareholder Information

¢ Financiol colendar 2007

P 13feb Results for 2006 announced
124 Aplt Annual General Meeting
1 26 W

Interim resutts for 2007 announced

i 13 Apr Return date for DRIP elections

i 04 Moy Payment of fina! dividend for 2006

1 22 Aug  Ex-dividend dote

: 24 Aug Record date

T 14 Sep Return date for DRIP elections

L 050¢t  Poyment of interim dividend for 2007

. Interest poyments

: 13% Perpetual Subordinated Bonds
: 07 Apr Payment of interes)

: 070ct Payment of interest

£ 11,625% Perpetucl Subordinated Bonds
i 20 Jan Poymeni of interest

12004 Payment of interest
! Infernet

! Information about the Group can be found on
i theinternet ot www.bbg.co.uk.

: Share price

! You are able to keep track of the share price
3 through the finandal press, by visiting our )
: Group websile at www.bbg.co.uk or by calling |
¢ the Shareholder Helpline on 0870 703 0003.

: Share deoling service

1 To buy or sell Brudford & Bingley shares call

: 0870 703 0003. This service is provided by our
: Registrar, Computershare and is qvailable to

: oll our shareholders. Please have your !
: Secyrityholder Reference Number I'SRN') ready -
¢ when maoking your call. You will find this on

: your voting form or your dividend documents,

¢ An Internet share dealing service hos also

: been established with our Registrar. Log on
: 1o www.computershare.com/dealing/uk and
: have yaur SRN recdy. A bank debit card will be

: required if you wish to purchase shares.

! For shareholders in the Bradford & Bingley
! Nominge Account [BBNA) a postal shore
: dealing service is also available. Pleose

: contact the Registrar for detalls.

! Useful contacts

: For Information about the Annual Generol
: Meefing FAGM). shareholdings, dividends
: and changes to persond! detalls please

: confact the Reglstrar: Computershare Investor .
¢ Services PLC, PO Box 1913,

* The Pavilions, Bridgwater Rogd, Bristol BS99 2PR
: Telephone: 0870 703 0003,

! Institutionat investors may wish to contacl
¢ Investor Relations by colling 01274 554928,

The Summary Financial Staternent is posted
. 1o shareholders who have not requested g full

! version of the Annual Report & Accounts ond
: to those members of the BBNA who have )
! requested to recelve If, logether withthe AGM
: documents and a voting form. A full versionof
! the Annudl Report & Accounts is avallable on

our www.bbg.co.uk website. Those
shareholders in the BBNA who do not cumenily
elect to receive these documents can request

. 1o do so af any time by calling the Registror

on 0870 703 0003. The Surmmary Ainancial

* Statement is ovailable inlarge print, Broile ond

audio tope format. To request g copy call the
Shoreholder Heipline on 0870 703 0003.

ShareGift

¢ Many investors find themselves owning

parcels of shores in quantities so small thot

it would cost more to sell them than they are

worth, They may therelore be too small to do
anything with, but may still bring a tox liatlity
on any dividends paid, unwanied annual

reports and other documents.

Bradiord & Bingley plc supporis ShoreGift,

* which Is administered by The Orr Mackintosh

Foundation lregistered charity number

. 1052668). Any shares thal you donate lo

ShareGift will be transferred into the name
of The Orr Mackintosh Foundation, who will
aggregate them, sell them when possible

- ond denate the proceeds lo o growing list of
charities. Since ShareGift was started in 1996, °

millions of pounds have been given lo
hundreds of charities.

If you would like 1o participote in the
ShareGift scheme, or receive more

" information aboui the scheme visil thelr

website al www.sharegifi.co.uk, call

. 0207 828 1151, or write to The Orr

Mackintosh Foundation, 46 Grosvenor

' Slreet, London W1K 3HN.

Oividend maethods

You can choose one of the tollowing methods:

» clect to use your whole cash dividend to buy
additiono! Brodford & Bingley shores under
the Dividend Reinvestment Plan;

. # have cash dividends pakd direct to o bonk

or building sodety account; or
* have cash dividends paid In the form
of acheque

The Company now offers a Dividend
Reinvestment Plan that allows you fo use your
whole cash dvidend to buy oddifional shares

" In o cosi-effecive way. Computershare Investor

Services PLC administer the plan and you can
find further information as well as jin the plan
ms?re www.computershare.com/Invesiors/UK

* You can elect to receive your dividends directly

into @ bank or building soclety account. You
will receive one consolidated 1ax voucher
eoch yeor. This will contoin the taxation detalls
of all dvidends paid In that parficular tax yeor.
if you wish 1o have dividends crediled 10 @
bank or building sodety occount, you will
recelve a form with the dividend payment
enabling you to do this.

Otherwise, dividends will be poid to you by

. chegue 1o the address held by the Registror.

Elactronk communications

The Company has set up a facility for
shareholders to take odvantage of electronic
communications. You can vote onfing ond
recelve notitication of shareholder
documents electronicolly.

To cast your AGM vote online log on to

www.computershare.com/voling/uk and

complete the following steps:

« choose Ihe Bradford & Bingley meeling

* you will peed 1o enter your SRN ond the unique
PiN number printed on your voting form

* enter your choices on screen,

To register your e-mall address so that future
shareholder information can be mode available
1o you electronically log on to wwwbbg.couk
and complete the following steps:
* dick on “Shareholder e-5ervices’
» enter the required information and click on
‘submit’. You will need your SRN located
on your voling form or mosl recent 1ax
voucher

. = dick on "submit’ ogain and register online.

Blectronic proxy & through CREST
1n addilion to providing electronic voting ond
proxy appeintmenl via our Registror's webslle,
the Company is supporting the CREST
electronic proxy oppointment service. Please

" see the noles on the proxy voling form for
details of how to use this service.

Advisers

Auditor

KPMG Audit Plc

| The Embankment, Neville Street
Leeds LS] 4DW

Finorcial adviser

Goldman Sachs International
Peterborough Court, 133 Fleet Street
London EC4A 2BB

Registror

Computershare |nvestor Services PLC

P O Box 1913, The Pavillons, Bridgwoter Road
Bristol BS99 2PR

Solicitor
Herbert Smith
Exchange House, Primrose Street

* London EC2A ZHS

Stockbrokers

Citigroup Global Markets Limited
Canada Square, Canary Wharf
London €14 518

uUBs
1 Finsbury Avenue,
London EC2M 2PP
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: Shareholdars’ intarests in shares at 31 Decembar 2006*

thal their shareholders have received
unsolicited phone calls or correspondence
concerning investment matters. These are
typically from overseas besed ‘brokers’
who target UK shareholders offering

to sell them what often tum out fo be
worthless or high risk shares in US or UK
investments. They can be very persistent
and extremely persuasive. A 2006 survey
by the Finandal Services Authority (FSA)
has reported that the average omount lost
by investors is around £20,000. It is not jus!
the novice investor that has been dupedin
this way, many of the victims had been
successfully investing for several years,

We are not oware of Brodford & Bingley
shareholders being targeted however be
very wary of any unscliciied odvice, offers”
to buy shares ot o discount or offers of free
company reports.

» check that they are properly authorised by
1he FSA before getting involved. You can
check of www.fsa.govuk/register; and

« the FSA glso maointoins on its website a lis!
of unauthorised overseas firms who are
largeting, or have targeted, UK investors

and any approach from such orgonisations

should be reported to the FSA so that this
list can be kept up to date and any other
appropriate action ¢on be considered.

if you deal with an unauthorised firm,

you would not be efigible 1o receive

poyment under the Financial Services
Compensation Scheme. The FSA can be
contgcted by completing an online form ot
www.fs0.gov.uk/pages/doing/reguiated/law
Jolerts/overseas.shiml,

: No, of shareholders ) Nymber of shares »
! Size of holding
1-250 898,430 92.686 222,670,563 35130
1 251-500 51,039 5265 24,164,573 3809
501-1,000 11,369 1173 8,528,547 1.344
: 1,001 -5,000 7328 0.756 14,517,905 2.288
{ 5,000 - 10,000 458 0.047 3260177 0.514
10,001 - 100,000 406 0.042 13,099,508 2065
Lt 100,001 - 200,000 99 0010 14,022,846 2210
< 200,001 - 500,000 79 0008 25240302 3978
.+ 500,001 - 1,000,000 47 0.005 31,376,492 4946
1.000,001 - 5,000,000 65 0.007 137,884,612 21.734
* 5,000,001 and over 13 0.001 139,459,009 21982
: Total 969,333 100 634,424,534 100
! Type of holder
: Individuols 966,190  99.676 272716196 42.986
¢ nsurance and other corporates 42 0.035 11,022,110 1.737
i Banks and nominees 2,761 0.285 344933160 54369
¢ Pension funds, invesiment frusts ond trustees 40 0.004 5,753,068 0.907
¢ Total 969,333 100 634,424,534 100
: *The inferests obove inckude oidings In the Brodiord & Blvgley Nominee Accourt, certiicoted ond uncertificated hokings.
\
Shargholder secyrity - i you receive any unsolicied invesimeni advice:  Detalls of any sharedealing facliities that
Over the kst yeor many companies and » make sure you get the correct name of the the compary endorses are induded in
the share industry have become aware person and organisation; Bradford & Bingley plc mailings,

More detailed information on this or similar
activily can be lound on the FSA websile
http//wwwi.tsa.govuk/consumer/. This
note is based on cdvice issued by the F54
and the Institute of Chartered Secretaries
and Administrotors.
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Our share price performance:

: Relative share price performance since flotation
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Bradford & Bingley plc WY S .3 A Goan

. Aire Valley Finance (No.2) plc P A

The latest Quarterly Report for Aire Valley Finance (No.2) plc is now available at
www.bbqg.co. ir/dis/securitisation

During the previous quarter the following movements have occurred:

Portfolio Characteristics March 2007 December 2006

Outstanding current balance of mortgages £428,997,313 £464,133,411
_ Number of mortgages 4,748 5,081
| Average loan balance £90,353 £91,347
’ Average LTV 63.58% 63.98%
Arrears:
1 month + 0.27% 0.24%
3 months + 0.04% 0.10%
12 months + 0.04% 0.02%
Contacts :
Investor Relations:
Katherine Conway

Tel: +44 (0) 1274 554928
Email: katherine.conway@bbg.co.uk

Neil Vanham
Tel: +44 (0) 1274 806341
Email: neil.vanham@bbg.co.uk

Press Office: -

Nickie Aiken

Tel: +44 (0) 20 7067 5632
Emaii: nickie.aiken@bbg.co.uk

END
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NOTIFICATION OF TRANSACTIONS OF DIRECTORS/PERSONS DISCHARGING MANAGERIAL

RESPONSIPILITY AND CONNECTED PERSONS

This form is intended for use by an issuer to make a RIS notification required
by DR 3.1.4R(1).

1)

2)

3)

4)

5)

6)

7)

8}

5)

10)

11)

Name of issuer
Bradford & Bingley plc
State whether the notification relates to

i)a transaction neotified in accordance with DR 3.1.4R{1l) {a); or
ii) DR3.1.4R(1} (b} a disclosure made in accordance with section 324 (as

extended by section 328) of the Companies Act 1985; or -
iii} Both I) and ii). S I
ﬁt' v A
iii) Notification relates to both i) and ii) RSy
L,r Voo
B o4 -";
Name of person discharging managerial responsibility/dlrector =
Chris Willford s oaa
. - O

State whether notification relates to a person comnnected with a person
discharging managerial responsibilities/director named in 3) and 1dent1fy
the connected person.

N/a

Indicate whether the notification is in regpect of a holding of the person
referred to in 3) or 4) above or in reapect of a non-beneficial interest.
Person referred to in 3)

Description of shares (including class), debentures or derivatives or
financial instruments relating to shares.
N/a

Name of registered shareholder(s) and, if more than cone holder, the
number of shares held by each of them.
N/a

State the nature of the transaction.
Grant of sharesave option

Number of shares, debentures or financial instruments relating to shares
acqguired.
N/a

Percentage of issued class acquired (treasury shares of that class should
not be taken into account when calculating percentage) .
N/a

Number of shares, debentures or financial instruments relating to shares
disposed.
N/a

Sel 6030602




-

12) Percentage of issued class disposed (treasury shares of that class should
not be taken into account when calculating percentage).

Nfa

13) Price per share or value of transaction.
N/a

14) Date and place of transaction.

15 March 2007.

15) Total holding following notification and total percentage holding
following notification (any treasury shares should not be taken into
account when calculating percentage).

N/a
18) Date issuer informed of transaction.
15 March 2007
If a person discharging managerial responsibilities has been granted
options by the issuer complete the following boxes

17) Date of grant
15 March 2007

18) Period during which or date on which it can be exercised
01.05.12 - 01.11.12

19) Total amount paid (if any) for grant of the option
Nil

20) Description of shares or debentures involved (class and number)
Ordinary 25p shares - 1,317

21) Exercise price (if fixed at time of grant) or indication that price is to
be fixed at time of exercise
372.73 pence

22) Total number of shares or debentures over which options held
following this notification
N/a

23) Any additional information

24) Name of contact and telephone number for queries.

Phil Kershaw 01274 806106

25) Name and signature of authorised company official responsible for

$e16030602




~-

making this notification
Phil Kershaw

Date of Notification...... 16 Mérch 2007

Sel 6030602
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NOTIFICATION OF TRANSACTIONS OF DIRECTORS/PERSONS DISCHARGING MANAGERIAL

RESPONSIBILITY AND CONNECTED PERSONS

This form is intended for use by an issuer to make a RIS notification required
by DR 3.1.4R(1).

1)

2)

3)

4}

5)

&)

7)

8)

9)

10)

11}

5e16030602

Name of issuer
Bradford & Bingley plec

State whether the notification relates to

i)a transaction notified in accordance with DR 3.1.4R({1) (a); or

ii) DR3.1.4R(1}) (b} a disclosure made in accordance with section 324 (as
extended by section 328) of the Companies Act 1985; or

iii) Both I) and ii).

iii) Notification relates to both 1} and ii)

Name of person discharging managerial responsibility/director.
Roger Hattam

State whether notification relates to a person connected with a person
discharging managerial responsibilitjes/director named in 3} and identify
the connected person.

N/a

Indicate whether the notification is in respect of a heolding of the person
referred to in 3} or 4) abeve or in respect of a non-beneficial interest.
Person referred to in 3)

Description of shares (including class}, debentures ox derivatives or
financial instruments relating to shares.

N/a . _

€ Nwws

st ULy
Name of registered shaxreholder(s) and, if more than one holder, the Cﬂ]
number of shares held by each oE them. S e
N/a T B

ORIV

- . -3
State the nature of the transaction. s 2 i
Grant of sharesave option . e

AR 3
Numbey of shares, debentures or financial instruments relating to shares
acquired.

N/a

Percentage of issued class acquired (treasury shares of that class should
not be taken into account when calculating percentage).
N/a

Number of shares, debentures or financial instruments réiating to shares
disposed.
N/a




12}

13)

14)

15)

16)

17)

18)

19)

20}

21}

22)

23)

24)

25)

Percentage of issued class disposed (treasury shares of that class should
not be taken into account when calculating percentage).
N/a

Price per share or value of transaction.
N/a

Date and place of transactien.
15 March 2007.

Total holding following notification and total percentage holding
following notification (any treasury shares should not be taken into
account when calculating percentage).

N/a

Date isgsuer informed of transaction.
15 March 2007

If a person discharging managerial responsibilities has been granted
coptions by the issuer complete the following boxes

Date of grant
15 March 2007

Period during which or date on which it can be exercised
01.05.10 - 01.11.10

Total amount paid (if any) for grant of the option
Nil

Description of shares or debentures involved (class and number)}
Ordinary 25p shares - 2,535

Exercise price (if fixed at time of grant) cor indication that price is to
be fixed at time of exercise
372.73 pence

Total number of shares or debentures over which options held
following this notification
N/a -

Any additional information

Name of contact and telephone number for queries:
Phil Kershaw 01274 B06106

Name and signature of authorised company official responsible for

516030602




making this notification
Phil Kershaw

Date of Notification..... 16 March 2007

Se16030602
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NOTIPICATION OF TRANSACTIONS OF DIRECTORS/PERSONS DISCHARGING MANAGERIAL
RESPONBSIBILITY AND CONNBCTED PERSONS

This form is intended for use by an issuer to make a RIS notification required
by DR 3.1.4R{1}.

1}

z)

3)

%)

5})

6)

7)

8)

9)

19)

11)

Mame of issuer
Eradford & Bingley plc

State whether the notification relates to

i)a transaction notified in accorxrdance with DR 3.1.4R(1) {(a}; or

ii) DR3.1.4R{1l) {b} a disclosure made in accordance with section 324 (as
extended by section 328) of the Companies Act 1985; or

iii) Both I) and ii).

iii) Notification relates to both i) and ii)

Name of person discharging managerial responsibility/director.
Mark Stevens

State whether notification relates to a person connected with a person
discharging managerial responsibilities/director named in 3) and identify

the connected person.
N/a

Indicate whether the notification is in respect of a holding of the person
referred to in 3} or 4) above or in respect of a non-beneficial interest.

Person referred to in 3)

Description of shares (including class}, debentures or derivatives or
financial instruments relating to shares.
N,r'a

Name of registered shareholder{s) and, if more than one holder, the
number of shares held by each of them.
N/a

State the nature of the transaction.
Grant of sharegave option

Number of shares, debentures or financial instruments relating to shares

acquired.
N/a

Percentage of issued class acquired (treasury shares of that class should
not be taken into account when calculating percentage} .
N/a ’

Number of shares, debentures or financial instruments relating to shares

disposed.
N/a

Sel6030602
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naking this notification

Phil Kershaw

Date of Notification

16 March 2007
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NOTIPICATION OF TRANSACTIONS OF DIRECTORS/PERSONS DISCHARGING MANAGERIAL

RESPONBYBILITY AND CONNECTED PERSONS

This form is intended for use by an issuer to make a RIS notification required
by DR 3.1.4R(1).

1

2)

3)

4)

5}

6}

7}

8}

9}

10}

11)

Mame of issuer
Eradford & Bingley plc

State whether the notification relates to

i)a transaction notified in accordance with DR 3.1.4R({1) (a); or

ii}) DR3.1.4R{1)(b) a disclosure made in accordance with section 324 {as
extended by section 328) of the Companies Act 1985; or

iii) Both I) and ii).

iii) Notification relates to both i) and ii)

Name of person discharging managerial responsibility/director.
Mark Stevens

State whether notification relates to a person connected with a person
discharging managerial responsibilities/director named in 3} and identify
the connected person.

Nla

"Indicate whether the notification is in respect of a holding of the person

roferred to in 3) or 4) above or in reapect of a non-beneficial intereat.
Parson referred to in 3)

Description of shares [(including class), debentures or derivatives or
financial instruments relating to shares.
N,’a

Name of registered sharcholder(s} and, if more than one holder, the
number of ghares held by each of them.
N/a

State the nature of the transaction.
Grant of sharesave option .

Number of shares, debentures or financial instruments relating to shares

acquired.
N/a

Percentage of issued class acquired (treasury shares of that class should
not be taken into account when calculating percentage}.
N/a

Number of shares, debentures or financial instruments relating to shares

disposed.
N/a

Sel6030602
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_

making this notification
Phil Kershaw

Date of Notification...... 16 March 2007
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Belore completing this form, please see the explanatory notes overlead,

PLEASE USE BLACK OR BLUE INK AND MARK AN X IN THE BOXES AS
APPROPRIATE. Alternativedy, you can vote electronicolly via the intemet or, Il
you are o CRES system user, by monseifling on oppropriate CREST
message Isee explanaiory notes overleat).

If you wish to apgoin! someone ether than the Chairman of the Annuol
Genero! Meeling |IAGM or the Meeting) to act as your proxy, please Insert
their nome below,

Your proxy, who need not be @ shareholder of Bradford & Bingley plc (the
Companyl, must aitend the Meeting in person in order to represent you.

tn the case of joint holders onty the first named holder need sign. To be voild
this Form of Proxy nust arrive at the Company's Registor, Computershore
Investor Services PLZ, no iater than 11.00 am, on Sundoy 22 Apré 2007 lor if
the Meefing s adjoumed, not iess than 48 hours before the time for holding
the adjoumed Meeling). f you are under 18, please ensure thet this Form of
Praxy is signed by o parent or legal guardian, A prepaid ervelope is provided.

We, being tha holc ‘eris} of ordinary shares of 25 pence each in the capitol of
Brodiond & Bingtey pic, hereby appoknd the Chairman of the Meeling, unfass
Vwe name another person above, to oot as my/our proxy af the AGM of the
Company Io be hekl at 11.00 a.m. on Tuesdery 24 April 2007 of the Romada
Jarvis Hotel, Bingley and at any odjournment, I'We request such proxy fo vole
on the resolutions as Indicated opposite. In the absence of instructions, the
proxy is autharised by vole ot his or her discretion on the spedified resalutions.
The proxy is clso cuthorised to vote on ary other business which moy
properly come bafore the Meeting.

i you are voting or appointing o proxy by post, you must sign this
Form of Proxy in the box below in order tor your votes and
appointment to be valid.

Signature iPlease sign in the box abovel

2 007

Dote {Please enter today's date in the box above)

O g

Mr A B Sample

AR

C123456789

Bradford & Bingley”

Shareholder
AGM 2007 Form of Proxy
Resohstions For  Against Withheid
1. Toreceive the Report & Accounts. ]

2. To approve the Directors' Rermuneration Report. D

3. Todedare o final dvidend.

4, Tore-oppoint Georga Cox 05
a Dérector.”

5. Tore-appoint lan Cheshire os
a Director”

4. Tore-appoint Loulse Patten as
a Direclor.

7. Tore-appoint XPMG Audlt Pic as aud!ior,

8. Toauthorise the Directors to determing the
auditor’s remuneration.

9. Torenew the Dkrectors' outhority to
Issue shores,

10. To renew the disopplication of
pre-emption rights.

11. Yo cuthorise the Company to purchase
its own shares.

12, To amend the Arlicles of Association.

OOoo0oOooQooooao
OOo0OooOooOooOooO00ooogoo
DOOoO00D0DO00O0oOooooo

*Mermber of the Remuneration Committeg.

AIMAIIERGED ==

12345 C123456789
PIN SRN

Please detach here and bring 1o the AGM

Annual General Meeting 2007 Attendance Slip

The AGM is being held at 11.00 a.m. on Tuesday 24 April 2007 ot the Romada
Jarvis Hatel, Bingley. if you wish to gtend, please bring this section with you ond
hand it in on armiva), This will fociltate entronce 1o the Meeting.

A map of tha holel location and frave! details are incuded within the Notice of
Annual General Meeting 2007 booklet.

Bradford & Bingley”
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Explanatory notes

b Please read the enclosed Notice of Annual General Meeling 2007 booklet for more details on the AGM and the resolutions to be
proposed a the AGM. f, after reading these explanatory notes and booklel you have ony queries, please call our Sharehotder
Helpline on 0870 703 0003, Please note that the helpline staff will not be able to advise you whether you should withhold your vote
or vote for or against the resolutions 1o be proposed at the AGM.

2. You may attend the Meeting in person, in which case you do not have to retumn the Form of Proxy. Alfernatively, you may choose fo vote by
post or electronically vio the internel. To vote electronically please access our Registrar's website af www.computershare.com/voting/uk
and follow the online instructions using the PIN and Securilyholder Reference Number (SRN) quoted on your Form of Proxy.

3. |f you are o CREST system user (including CREST personal member) you can appoint one or mone proxies or give an instruction 1o a proxy
by having an appropriate CREST message transrmitted. To appoint a proxy or 1o give an instruction fo a proxy iwhether previously
appointed or otherwise) via the CREST system, the CREST message must be received by Computershare {[D number 3RA50) no later
than close of business on Friday 20 April 2007, For this purpose, the fime of recelpt will be gken to be the time las determined by the
timestamp generated by the CREST system) from which Computershare is able fo retrieve the message. CREST personal members or
other CREST sponsored members should contact their CREST sponsor for assistance with appointing proxdes via CREST. For further
information on CREST procedures, limilations and system fimings, please refer fo the CREST manual. The Company may freat as invalid
a proxy appointmeni sent by CREST in the circumstances set out in Regulation 35(5)(a) of the Uncertificated Securities Regulations 2001.

4. Please nole that the Company takes all reasonable precautions to ensure no viruses are present in any electronic communication it
sends out, However, the Company cannot accept responsibility for loss or damage arising from the opening or use of any e-mail or
attechments from the Company and recommends that shareholders subjed all messages to virus checking procedures prior to use,
Any electronic communication received by the Company, including the lodgement of an electronic proxy form, that is found te conlain
any virus will not be accepted.

5. Whether you are voting by post or electronically, please ensure that your Form of Proxy and, if applicable, any Power of Attorney or
other valid authority under which it Is signed, or your electronic instruction, reaches the Company’s Registror, Computershare Investor
Services PLC, no later than 11.00 a.m. on Sunday 22 April 2007 (o, if the Meeting is adjourned, not less than 48 hours before the time
for holding the odjourned Meeting). A prepaid envelope is provided for postal voting.

6. if you are voting by post, you must sign the voting form in order for your votes to be valid. if you are o joint account holder, enly
the first named holder need sign. In tha case of a corporation, this Form of Proxy muyst be given under its Common Sedl {if anyl, or be
signed on its behalf by an officer or atlorney of the corporation or other person or agent duly authorised fo sign it. The person signing
should state the ¢apogity in which they are signing. In the case of an individuo! this Form of Proxy must be signed by the shareholder
or their attorney,

7. This Form of Proxy is issued only to the addresseels) and is specific fo the closs of security and the unique designated account printed
hereon. This personalised Form of Proxy is not transferable between (i) account helders; (il classes of security, or {iii) uniquely
designated accounts. Bradford & Bingley plc and Computershare Investor Services PLC occept no liability for any insiruction that does
not cormply with these conditfions.

8. Only those persons entered on the register of embers of the Company af 6.00 p.m. on the date which is two days prior to the
Meeling or any adjournment of it sholl be entitled to aftend and vote af the Meeting or adjourned Meeting. Changes to entries on the
regisier after this lime shall be disregarded in determining the rights of persons to attend or vote [and the number of votes they may
cast) ot Ihe Meefing or any odjourned Meeting. Such o shareholder is entilled to appoint one or more praxies to attend and, on a poll,
vote instead of the shareholder. A proxy need not be a shareholder of the Compony. Appeinfing o proxy will net prevent members
from attending and voling at the AGM if they later decide to do so.

9. The ‘Withheld option on the voting form is provided to enable you 1o abstain on any parficular resolution. However, it should be noted that
a vote withheld is nol ¢ vote in low and wilt not be counted in the calculation of the proportion of the votes For and ‘Agains!’ a resolution.

10. If you do not indicate your voting infention, the proxy is authorised lo vote (or abstain from voting) at his or her discretion on the
specified resolutions. The proxy is also authorised to vote {or abstain from voting) on any other business which may property come
before the Meeling.

11. The resulls of the postal and electronic votes will be made availoble lo sharehelders af the Meeting and following the Meeting on the
Company websile ot www.bbg.co.uk

12. i you have more than one holding of the Company's shares you may be able to omalgamate these free of charge by writing separctely
to the Company's Registrar, Computershare Inveslor Services PLC, quoting the SRN for each holding. This may reduce the number of
mailings you receive as a holder of the Company's shares. Pleose note that the name (designation, if anyl and address must be the
same for all the holdings that you wish to amalgamate and you should indicate which SRN you wish fo refain.
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Bradford & Bingley”

Shareholder helpline 0870 703 0003

Maorch 2007

Dear Shareholdér
Annual General Meeting 2007

1 am pleased to send you details aboul the Annual General Meeting [AGM') of Bradford & Bingley plc (the ‘Company’) to be held at
11.00 a.m. on Tuesday 24 Aprll 2007 ai the Ramada Jarvis Bmdfmd/ﬂingley Hotel, Bingley.

The formal nofice of our AGM staris on page 2 of this document and there is information relating to the business of the AGM on
page 1. Included in the Ordinary Business of the AGM will be Resolutions 9 and 10 which seek to renew the Directors’ authority
to allot up to 200 million shares and o disapply the statutory pre-emption rights over shares equivatent fo 5% in number of the
shares in Issue, without further shareholder consent, These cuthorities were previously approved by shareholders at the AGM in
2006. Resalution 11, which has been proposed and approved by shareholders for each of the last six years, would allow the Board.
to buy back shares equivalent to 10% in number of the shares currently in issue, without further shareholder consent. The Directors
are also propesing one item of Special Business. Resolution 12 will amend the Artides of Association so that the Company can
take odvantage of the new electronic communications provisions introduced by the Companies Act 2006. The Directors consider
that the passing of all resclutions Is in the bes! interests of the Company and its shareholders. Accordingly, they recommend thot

. you vote in favour of all the resolutions, as they intend to do in respect of their own beneficiol holdings.

Whether you have a share certificate tor CREST account) for your ordinary shares in the Company or hold your shares through the

. Bradford & Bingley Nominee Account {which means that you do not have o share certificatel, you are enfitled to come to the AGM
and vote on the resolutions, .
You can vote electronically or by using the endosed personolised voting form. If you are voting by post, please complete the form
and return il to the Company's Registrar in the prepaid envelope to arrive no later than the dote indicated on the voting form. i
you choose fo vole electronically, you must do so by the date indicated on your volting form by accessing the Registror's website
at www .computershare.com/voting/uk and use the unique PIN and your Securilyholder Reference Number I'SRN') printed on
your voting form. if you would like to receive communications such as the Notice of Meeting and Annua! Report & Accounts
electronically in the future you can register for this service at the same lime as you vole online, or by lodging your email address
via the www.bbg.co.uk websile.
Details of votes lodged by post or via the internel will be given at the AGM after each vole is token. These details will be published
on the www.bbg.couk website, ’
The separate Annual Review & Summary Financial Statement 2006 and tha Annual Report & Accounts 2004 give information about
the Group’s progress during the year and the recommended final dividend for 2006.

- Yours sincerely

b

/

Rod Kent
Chaoirman

Broxtiond & Bingley ple Registerad Office: PO Box 88, Croht Rood, Crossfits, Bingley, Wes) Yorkshire BD 16 2UA Registered in England No. 3938288
Authorised and reguiated by the Financiol Services Authority (FRA)L The FSA does not reguiate aredil cords, nonmreguicted morigoga controcts, unsecusred
persondl leans or savings.

Vist our websita: www.bbg co.uk




This year George Cax, lan Cheshire and Louise Patien will refine by rotation of the AGM and offer themselves for re~appolntment under the
terms of the Articles of Assodiation. When considering the re-appointmenits to the Board, the Nominations Committae considered the quolities,
skills, perfcrmance and commitment of the existing Directors and what they coutd deliver to enhance the future performance of the Company.

George Cex has been a member of the Board of Bradford & Bingley Building Society and Bradford & Bingley pic since 2000 ond Senior
independent Director since the beginning of 2004. He brings considerable experience and knowledge os o business leader 1o the
deliberaticns of the Board and the Remuneration Committee, which he dhairs. In the light of his length of service on the Board, George is
seeking re-appointment for one year only. This will aflow the Board time to seek on appropriate replacement non-executive direclor, whilst
maintainir g the confinuity lo ensure the smooth operation of the Board.

tan Cheshrre is an experienced and respected director with considerable refail and trading acumen. Mis input into the work of the Board

ond the Buard committees is involuable,

Lovise Potlen has wide experience both in the finoncial services industry and os on insightful non-executive director working with a verlety
of compartes. The Board values her considerable commitment as a non-executive director and os a member of the Board commitiees.

George Cox

Non-exerutive Director

George icge 66) joined the Board of
Bradford & Bingley Bullding Society in
March 2000 and the ple Board in April
2000, He is Chalrmon of the Design
Coundll, @ member of the Supervisory
Board of Luronext NV and a Director of
Short 8rolhers pic. Former appointiments
include Director General of the Institute of
Directors, Choirman and Managing
Director of Unisys Ltd, Chief Executive of P€
intemational ple, Nonexecutive Director of
the London International Finandat Futures
Exchange: (UFFE) and Manoging Director of
Butler Coux plk. He received o knighthood in
the Queen’s birthday honours list in June
2005, He is Chalrman of the Remunenation
Committee, a member of the Nominations
Committee and the recognised Sentor
Indepenc ent Direcior,

Louise Patten

Non-executive Director

Loutse [age 53) joined the Board in
December 2003. She is currently Non-
executive Chairman of Brixton plc and o
Non-executive Direclor of Morks and
Spencer Group plc as well as senior
adviser fo Bain & Co. She began her
career at Citibank and remained in
financial services untif 1993, when she
Joined the manogement consutiancy, Bain
& Co, as a Partner. Her previous
experience as o Non-executive Direclor
indudes the Hilton Group, Greot Universal
Stores and Somerfield. She is @ member of
the Remuneration Committee and
Nominations Committee,

George Cox, lan Cheshire and Louise Patten do not have service contracts.

lan Cheshire

Non-executive Director

lan (age 47) joined the Board in August
2003. He is Chief Executive of B&Q, part of
the Kingfisher plc group. He has been on
Executive Director of Kingfisher pi¢ since
June 2000 and prior to his appointment at
B&Q was Chief Executive, International
and Development. Since joining Kingfisher
in 1998, he has been Group Director of
Strategy & Developmenl and from May
2000 Chief Executive of e-Kingfisher.
Before joining Kingtisher he worked for
Boston Consutting Group, Guinness pic
and a number of retail businesses
including Seors. He was previously a Non-
executive Director of Hit Enteriginment. He
is ¢ member of the Audit Commitiee, the
Remuneration Committee and the
Nominations Committee,
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Explonatory Notes

The AGM will cover eleven items of Ondinory
Business (Resolutions 1 - 11) and one item
of Special Business {Resolution 12). The
formal notice of our AGM starts on poge 2
of this document.

Ordinary Business

Resolutions o receive the Annual

Report & Accounts, opprove the Directors’
Remuneration Report, opprove the final
dividend, re-appoint Directors and to re-
appoaint os well as to determine the
remunerolicn of the auditor will be proposed
as ordinary esolutions. To pass these
resolutions imore than 50% of the votes cas!
on each res iution must be in favour, Other
iterns of Orcinary Business are detalled below.
Resclution § will be proposed as an ordinary
resobution 0 % Resolutions 10 and 11 will ba
proposed as special resolutions. To pass o
special resolution more than 75% of the voles
cast on the resolution musi be in favour,

Resolution 9 - Authority to allot shares
The aim of Resolution 9 is to renew the
Directors’ authority 1o issue shares over the
next five years from the date of the AGM up
to an aggregate nominal value of
£50,000,000 which represents 31,5% of the
lotal ordina y share capital In Issue os at 12
February 2007. At present the Directors have
no specific plans to issue shares, ather than
in respect of employee share plans, but the
outhority will enable them to et o1 short
nolice without the need 1o hold an
extroordinary general meeding. As o 28
February 2007 the Company holds no shares
In treasury,

Resolution 10 - Disapplication of pre-
emption rights

if Directors wish to Issue shares they hove to
abide by the slatutory pre-emption right in
the Cormpanies Ad 1985 [the ‘Act. This
means thot Directors have 1o offer any
shares they wont fo issue to existing
shareholde s first. Because this would
introduce practical difficullies where the
number of shares to be issued wos small {for
exgmple in the case of shares issued to o
member of staff relating fo an employee
share scherne or shares 1o be issued os port
of a the cor sideration to buy g smail
company} the Act allows the statutory pre-
emption right to be disapplied in limited
circumstonces, Resolution 10 is seeking to
give the Diractors outhority to disapply the
stotulory pra-emption where, inter glig, the
shore issue relates 1o 0 “rights” issue - (in
which case all shareholders would be made
aon offer lo participate anyway) or where
allotment is limited to shares having 0
maximum aggregate nomingl value of
£7,930,000 which is equivalent to 5% of the
Company's issued ordinary share capital as
at 12 February 2007. Under the nules of the
UK Listing Authority, this approval moy
remain in {crce 5o long os the genera)
authority fo issue shares (Resolution §)
remains in force and, subject 1o shareholder
approval, ftis could be five years, However,
the intention s that Resolutions 9 and 10 will
be renewed each year,

Resolution 11 - Approvol of market
purchasas of ordinary shares

The Act permits @ company to purchase ifs
own shores provided thot the purchase has
been authorised by the company at general
meetings. i Is common proctice for listed
companies fo seek such guthority gnd the
Directors are proposing Resolution 11 as they
consider that it is pruden) to seek a renewol of
the authority given by shareholders at the
AGM In 2006.

Resolution 11, If passed, would give the
Company the authorily 1o purchase its own
tssued Ordinary Shares ol o price of not less
than 25 pence per share and not more than
5% above the average of the middle market
qucdations of the Company's shares as shown
in the Lendon Stock Exchange Dailly Officlal List
for the five business days before the purchase
is made. The gutharity is for the purchase of o
rmaximum number of 63,400,000 shares,
being approximately 10% of the Company's
issued share capital os at 12 February 2007,
and will expire at the conclusion of 1he next
AGM of the Company or 18 months from the
date of the Resclulion, whichever Is the eortier,

The total number of employee share options
to subscribe for Ordinary Shares outstanding
as at 12 February 2007 was 4.67 million,
representing approximately 0.79% of the
Issued shara capital of the Company at that
date. if the quthority to buy bock shares under
this resolution was exercised in Rull, the totol
number of oplions to subscribe for Ordinary
Shares outstanding as ot 12 February 2007
would represent approximalely 0.85% of the
issued share capital. The obligations of the
Company in resped of Ondinary Shares
issuable under employee share options
outstanding are partly hedged by the
Company's employee share ownership trusts,
details of which can be found in the Annwal
Report & Accounts 2006.

The Directors have no current plans to
puichase shares and would only propose to
exercise thelr authorily to make purchases
where the expected effect of the purchose
would be to increase earnings per shore of
the remaining Ordinary Shares in the capiial
of the Company and, hoving reviewed the
overdll financlal position of the Compaony,
such purchases were considered 1o be in the
best interests of the Company. Any Ordinary
Shares purchased under this authority con be
eliher trected os cancelled, and the number
of Ordinary Shares in issue reduced
accordingty, or held as treasury shares. The
treasury share regulations allow listed
companies, with authorisation from
sharehelders, 1o buy and then hold their own
shares in treasury instead of cancelling them
immediately. Shares purchased under this
authority con in the future be concelled,
re-sold or used to provide shares for
employee share schemes. The Directors
intend at the current time thot any Ordinory
Shares purchased under this authority will be
treated as cancelled. The Directors also
presently intend that a resolution to renew
this quthorlty will be proposed of the AGM

In 2008.

Special Business

Resolution 12 - Change fo the Articles

of Association

i is proposed that the Company omend the
Artidles of Association {the “Arides fo refledt
certain provisions of the Compaenies Ad 2006
(the 2006 Act’) which will be or are being
brought into force following the stoged repeal of
the Comparnies 1985 Act {ihe "1985 Act)
between January 2007 and October 2008. The:
proposed resolution i a specicl resolution.

Copies of the current and proposed Articles
{ond o comparisen document showing all the
proposed chenges to the Arfides) are
avoilable for inspection during normal
businass hours at the registered office of the
Company unill the date of the AGM or upon
request from the Compary Secretary. Copies
will also be available at the AGM meeling
from 10.30 a.m. untilits conclusion,

The materko! differences between tha current
and the proposed Arficles are summarised
below. Changes of a miner, conforming or
purely technical nalure have no! been
mentioned spedifically (numbers, unless
otherwise indicated, corespond to the
numbering used in the current Astices).

1. Provisions reloting to elecironic
communicotions

The 2006 Act contains provisions relating to
electonic communications between companies
ond their shareholders. The key change enables
comparies o use electronic communiaations
with shareholders as the default position by
plocing documents on o website unless
shareholders specifically elect to receive hard
copies. Shareholders may elect for all or any
communications 1o be sent to them vio email
mather than receiving documents in hard copy
form and shareholders may communicate with
the Compary by elecironic means where the
compory has given an electronic oddress in a
notice calling o meeting or in an instrument of
proxy. The Company needs to amend its Artides
to be able fo use these provisions and
oocordingly hanges are to be made 1o those
Artides decling with notice of generdl meetings
{artides 70 and 7 1), electronic preodes [Arfides
92IAL, 93, 94, and 96), sending of natices,
documents and informction (Article 149) and
delvery (Artides 153, 154, 155, 156 and 157).
2. Disclosure of interests in shares

The provisions redating fo the disdosure of
interests in shares contoined in the 1985 Adt,
incuding Section 212 on company investigation
powers, were repedaled in Jonuary 2007. Sedtion
793 and related sections In Part 22 of the 2006
Act, which contain the: comesponding company
irvestigation powers previously contained in
Section 212, have been brought into force and
accordingly Arfides 15, 62 and 152 ose fo ba
amended to reflect these changes.

3. Directors” retirement age limit

The provislons relating to the 70 year oge
limit for directors in the 1985 Act are fo be
repedled in April 2007. Accordingly, curren)
Articie 120 which deals with this is no longer
necessory and Is to be deleted,
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